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ABSTRACT 

Eight lessons on integrated global economics provide 
detailed instructional materials on world food and energy systems, 
international cartels, and the nature and process of foreign 
investments. The materials are designed! to help high school social 
studies teachers develop student understanding of key economic 
systems and activities and reinforce basic economic concepts through 
analysis and concept application. Each lesson contains the following 
components: duration, purpose, objectives, background information for 
teachers, materials, vocabulary, and instructional strategies to 
open, develop, and conclude the lesson. Supporting essays, maps, and 
discussion guidelines are additional components of most of the units. 
The lessons include: "American Agriculture and the Global Food 
System"; "Food and the Global Division of Labor"; "Economic Actors: 
Who's Who in the Global Food System"; "The Age of Oil and the Growth 
of the Global Petroleum Industry"; "The Economic Impact of OPEC 
Decisions"; "Dependence in the Global Economy: Natural Resources and 
International Cartels"; "Why Business Firms Invest Abroad: Three 
Views"; and "Investing Abroad: A Simulation of Negotiations between 
Multinational Corporations and Governments." (TRS) 
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ABOUT THE BRINGING A GLOBAL PERSPECTIVE SERIES 



This set of supplementary classroom materials is part of the Bringing a 
Global Perspective Series. The purpose of this book, and other volunes 
in the series, is to provide instructional materials and strategics 
which teachers of high school social studies can use to enrich their 
curriculun. 

The Origins of the Materials 

During the fall and winter of 1981/82, fifteen Central Ohio high school 
teachers met weekly at The Ohio State University's Mershon Center. 
Under the direction of Dr. Robert Woyach, of the Mershon Center, and Dr. 
Jcimes Harf, of the Consortiun for International Studies Education, which 
is headquartered at the Mershon Center, these teachers reviewed instruc- 
tional materials originally developed for use in introductory college 
classes. Some of these materials, or learning packages, dealt with such 
issues as food, energy, terrorism, human rights, the environment and 
population. Others focused on the international conrajnity, such as the 
law of the sea, international boundaries, and foreign investment. 

From these college materials, the teachers identified and then adapted 
readings and instructional activities which in their opinion could be 
useful within their own high schcx)l courses. Their criteria were 
purposefully broad so that the resulting materials would provide a 
flexible and valuable resource for high school teachers in varied 
classroom situations. 

Bringing a Global Perspective to Basic Courses 

The basic criterion for the teachers was that the materials be useful 
for bringing a "global perspective" to such courses as American govern- 
ment and history, economics, world geography and world history. Just 
what "bringing a global perspective" involves can vary considerably. A 
1 esson i n Amer i can h i story, for examp 1 e, uses a cent ra 1 concept i n 
global perspectives education, ethnocentrtsm, to sho^/ students how we 
can be ethnocentric with respect to people living in the past. Ar<other 
lesson shows students their global heritage both in terms of the ethnic 
origins of their cofrmjnity and the global origins of many practices and 
ideas we take for granted in every-day life. 

I n economi cs a 1 esson focuses on the d i v i s i on of 1 abor, a concept 
typically associated with the domestic economy. The concept is rein- 
forced as students see how it applies to the international economy as 
well. In addition the lesson raises questions about security and 
equity, Jssues which are often more difficult to introduce within the 
domestic context. 



In \Morld geography and history, lessons Introduce a "global" perspective 
by providing materials which stress Interactions among regions. Others 
Introduce new perceptual maps of the world, such as the Atlantic Basin, 
to break down mental barriers to perceiving the v^rld In new ways. They 
Introduce and reinforce such concepts as national boundaries. They show 
students environmental and social systems that make up our world. 

Instructional Variety 

The materials also enrich basic courses by providing resources for 
Introducing greater Instructional variety- Some of the lessons Include 
student readings and materials for use by the Instructor In designing 
classroom lectures. But most lessons also Include a variety of other 
Instructional techniques. These Include simulations, small group work, 
decision-making exercises, charting and map-making activities, analysis 
of statistical data as well as map reading. Students work In large 
groups, small groups and Individually. They do research, prepare 
position papers and present the results of their discussions and re- 
search In class. 

Practical and Flexible Formats 

The lessons are also designed to be self-contained. Supplementary 
materials needed to conduct the lessons are appended In easily reproduc- 
ible form. Clear statements of purpose and objectives provide an 
orientation toward the goals of the lesson and suggest an agenda for 
testing^ A section on Background Information for Teachers provides 
ideas as to where the lesson might fit within the course as well as 
substantive Information of use In presenting the lesson In class. A 
tested step-by-step format gives the Instructor a clear and concise 
Image of how the lesson might be conducted. By breaking the lesson down 
Into discrete steps. It also provides greater flexibility for experi- 
menting and adapting the lesson to one's own style and situation. 



Other Books in This Series 

The Bringing a Global Perspective Series Includes the following volunes: 

Bringing a Global Perspective to American Government 
Bringing a Global Perspective to American History 
Bringing a Global Perspective to Economics 
Bringing a Global Perspective to World Geography 
Bringing a Global Perspective to World History 

The lessons In these volines have been edited and reviewed by currlculun 
consultants and teachers In the field. The purpose of this edition Is 
to disseminate these materials and to obtain further reactions from 
teachers who have used them. 

Iv 
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BRINGING A GLOBAL PERSPECTIVE TO ECONOMICS: 
KEY IDEAS FOR TEACHERS 



Trying to teach secondary students about economics without 
reference to the world economy Is akin to teaching students about 
American government without reference to the Judiciary. While the 
American economy seems self-contained In many respects. In fact 
everything from the analysis of economic scarcity and the way prices are 
set to the economic choices of banks, manufacturers, consumers, labor 
organizations and government are all constrained and Influenced by the 
world market. 

For American business, and the American economy, the world market 
has loomed even larger In recent years. In 1980 American firms exported 
nearly $17^ billion worth of manufactured goods and nearly $217 billion 
worth of goods overall. By some estimates, one Job In nine In American 
manufacturing firms depended on exports. One Job In six depended on 
International trade Cinports and exports). The economy as a whole has 
become dependent on the world market for an Increasingly long list of 
basic Industrial raw materials. Including bauxite C93%), chromlun C90%), 
potash C66%), tin C8l%), cobalt C90%), nickel C77%), manganese C98%) and 
zinc C62%). 

Since World War II American corporations have become globalized In 
terms of Investment strategies as well. In 1980 some 3,000 American 
corporations had foreign Investments worth over $200 billion abroad. 
Total world-wide sales of these corporations reached $2 trillion. 
Investments by foreign corporations have also grown. Not only do such 
comnonly known Internationals as Nestle^s and Shell ply their trade 



within the U.S., foreign Investors now have substantial shares In such 



"all -American" corporations as Baskln-Robblns and Standard Oil of Ohio. 

The world economy has Increasingly touched the dally lives of 
consuners and workers as well. A cursory survey of supermarket shelves 
or the local department store provides ample evidence of the econcxnic 
Importance of Imports. Recurring news reports also show that 
Integration Into the global ecoriomy Is both creating new opportunities 
and causing new dislocations In the form of plant closings and the 
adoption of new technologies. 

Bringing a. Global Perspective to Economics takes a selective 

approach to the task of Integrating global economics Into the standard 

economics curriculum. The lessons provide detailed materials on the 

global food and energy systems, on International cartels, and on the 

nature and process of foreign Investment. The materials can help 

teachers to develop students' understanding of these key economic 

systems and activities while reinforcing basic economic concepts. 

1. Ana 1 yz I ng Key G 1 oba 1 Systems : While supermarkets and 
department stores provide superficial evidence of 
students' linkage to the global economy, Americans today 
need to understand more clearly both their stake In 
global economic systems and how those systems affect the 
lives of people worldwide. A lesson on "American Agri- 
culture and the Global Food Systemf' helps students to 
understand the role of the American farmer In the global 
food system. It shows students how the global food 
system emerged historically and how It has come to rely 
on North American grain surpluses. Finally, It shows 
students where In the world American grain goes and thus 
helps them to analyze for themselves the relationship 
between the grain trade and world hunger. A follow-up 
lesson entitled "Economic Actors" Introduces students 
systematically to different types of economic actors In 
the global food system and, through a case study of 
Nigeria, shows hew they affect domestic economies. 
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similarly, a lesson on »'The Age of Oil and the Growth of 
the Global Petroleum Industry" Introduces students to the 
global oil system. It also gives students Insights Into 
how and why business firms look to the world market. 
Another lesson entitled "Investing Abroad" Involves 
students In a simulation of negotiations between business 
firms and host governments. The exercise provides 
Insight Into the political and economic considerations 
which affect Investment policies anywhere. 

2- Applying Basic Concepts to the World Economy : Given the 
critical role of the global economy to Americans today. 
It Is Important that students, as economic actors and as 
citizens, be able to apply basic economic concepts to the 
1 nternat 1 ona 1 economy and g 1 oba 1 econom 1 c 1 ssues . A 
lesson on "Food and the Global Division of Labor" applies 
the division of labor concept to the global economy. It 
shows students how econom 1 c ef f 1 c 1 enc 1 es are 1 nc reased 
through perfectly free trade. It also shavs how that 
same division of labor can Increase food Insecurity and 
even Inequity In the absence of political arrangements to 
protect trading partners. Another lesson shows students 
"The Economic Impact of OPEC Decisions." It helps 
students understand the success of OPEC, and Its more 
recent problems. In terms of supply and demand elas- 
ticities. A second lesson, "Dependence In the Global 
Economy," extends the analysis of cartels. It Indicates 
why Third World governments support conmodlty cartels and 
why OPEC's success Is unlikely to be copied by cartels In 
coffee, alunlnun and other basic conmod 1 t 1 es. 

These lessons provide teachers with concrete activities and Images 
for helping students to understand the global economy. They simul- 
taneously reinforce basic concepts In the course and help students to 
understand some key Issues and forces that lay at the base of Important 
economic trends and events In the world today. 
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AMERICAN AGRICULTURE AND THE GLOBAL FOOD SYSTEM 



DURATION : 
PURPOSE: 



Approximately two class periods. 

To indicate the role of American agriculture in world 
trade and the imfxjrtance of grain exports to American 
farmers. 



OBJECTIVES ; Students will: 

CD Identify cotrmon agricultural products consuned by 
people in the United States and by people abroad, 
including those which enter world trade. 

C2) Suggest economic and non-economic reasons for 
differing consumption habits around the world. 

C3) Identify areas of the world which have food 
Cgrain) deficits and areas which have food 
Cgrain) surpluses and suggest reasons for these 
deficits and surpluses. 

C4) Suggest economic and political reasons for the 

pattern of American trade in feedgrains, wheat and 
soybeans . 

Background Information for Teachers : 

Any serious attempt to understand the economics of American agricul- 
ture today must Include some attention to the global food system. 
American agriculture depends on the world marl<et. While actual 
percentages vary from year to year, approximately thirty percent C30%) 
of all the feedgrains grown in the United States Cprinci pally corn 
sorghum, oats, barley) finds its way into the world marl<et! 
Two-thirds of the American wheat crop is routinely exported, as is 
around half of the soybean crop. 

However, the world is not quite so dependent on American agriculture. 
While American grain exports play critical roles from place to place 
and from time to time, the bull< of the food consuned In the world is 
grown locally. American grain exports account for only around 7% of 
world grain production, even less of world food production. 

The Importance of Grain to the Food System 

Actually many agricultural items which are grown around the world 
especially those which enter world trade, have little or no nutrition- 
al value Ce.g., tea, coffee, sugar, cocoa or chocolate, tobacco). The 
Importance of these crops primarily lies in the fact that they tal<e 
labor and land but yield little or no real food. They are also 
frequently grown in countries and by people who have precarious food 
suppl ies. 
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AMERICAN AGRICULTURE AND THE GLOBAL FOOD SYSTEM 



Among the focd products grown and traded liiternat lonal grains are 
the most Important. Cereals, Including wheat, corn and rice make up 
the most basic staple In himan diets around the world. They are also 
most Important to world trade, because most other Items either tend to 
be more perishable (e.g., vegetables and fruits) or more expensive 
relative to the nutrition provided (e.g., meat, nuts and dairy 
products), or both. So most of the food traded Internationally Is In 
the form of grain, despite the Central American bananas and Mexican 
tomatoes routinely consuned by Americans. 

The Emergence of the Global Food System 

Actually the International food system Is of relatively recent vin- 
tage. As discussed In the attached reading "The History of the Global 
Food System," It was not until the Industrial Revolution that the 
technological basis for even national food systems was developed. It 
was only with subsequent advances In transportation that a world food 
system was feasible. 

Even then, the global food system with which Americans have become 
accustomed has only emerged since World War il. Before that time the 
food system was far more balanced. Western Europe was the only net 
food Importer In the world. Asia became a consistent food Irrportlng 
region only during the war and Its aftermath. With rapidly Increasing 
populations. It has continued to be a food Importer ever since. 

Other regions. Including Africa, Latin America and Eastern Europe, 
have only recently become net food Importers. In part this has been 
due to rising populations. But It also reflects two other factors: 
CD changes In consumption patterns, with Increased demand for meat 
and thus feedgralns In Eastern Europe, and C2) development efforts In 
Africa and Latin America which have neglected Investment In 
agriculture. Increasing Investment In export agriculture (e.g., tea, 
cocoa, sugar, rubber, etc.), which takes away acreage from domestic 
food production, has also played a part In some counti les. 

Student Learning 

This lesson exposes students to empirical data which graphically show 
the shape of the world food system. Students see who exports food and 
who Imports food. They develop hypotheses about why the different 
regions may grow more or less food than their people need. In so 
doing, they utilize basic economic concepts. 

Students also view the world food system frcxn the Perspective of the 
American Farmer. They see not only where American grain Is sold but 
the pattern of grain trade across three key Items: feedgralns used to 
produce meat, soybeans used to supplement hinan diets directly, and 
what, the poor man's grain. Given data on prices, students observe 
how wealth affects who can best afford America's surplus capacity. 
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AMERICAN AGRICULTURE AND THE GLOBAL FOOD SYSTEM 



Materials; 



The reading "The History of the World Food System/' and 
the tables "The Changing Pattern of World Grain Trade," 
and "American Grain Exports~1978," 



Vocabulary : Grain, feedgralns, soybeans, nutritional value, food 
deficit, food surplus, subsistence agriculture, per 
capita Income, comnerclal trade, food aid. 

Ins tructional Strategifc^ ! 

day 1 : OPENING THE LESSON 



Step 1 



Step 2: 



Step 3: 



Introduce the lesson by having students. In groups of 2 or 
3, quickly list ten ClO) conmon agricultural products that 
Americans consurte during a normal day. Stop when the first 
group has Identified ten Items, 

Then have the groups quickly list five (5) agricultural 
products which people in other countries consune more 
regularly than Americans, Again stop when the first group 
has Identified five items. 

Poll the groups and write a representative list on the board 
under the headings "Americans Consone" and "People Abroad 
Consune," 



Step 4: Discuss the lists with the class. Ask: 

1. Which of the products have little or no nutritional 
value? In studying world hunger why might it be 
important to look at the production and consurption 
of such products? 

2. Are there products in the lists which students know or 
think are traded internationally? Which ones? Do 
these products appear on both lists? We tend to think 
American farmers feed the world. Do Americans import 
food products? 

3. How might you explain the differences between the two 
lists? Why do people in other countries have different 
diets than Americans? Is it purely culture and tastes? 
What role does economics play? Does economics help 
explain differences In diets among Americans? 

DEVELOPING THE LESSON 

Step 5: Describe to the class the history of the world food system. 
Emphasize that most, though not all, of the foodstuffs 
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AMERICAN AGRICULTURE AND THE GLOBAL FOOD SYSTEM 



traded Internationally are grains and that only a small 
proportion of the food consuned by people around the world 
comes from other countries. 

You may want to reproduce copies of the reading "The History 
of the World Food System" for the class. 

Step 6: Project the data on "The Changing Pattern of World Grain 
Trade." Have students: 

1. Identify the region witn the greatest grain deficit. 

2. Identify the region with the greatest grain surplus. 

3. Suggest reasons why Asia has the greatest deficits. 

4. Suggest reasons why European deficits have decreased 
since 1920. 

5. Suggest reasons why African and Latin American deficits 
are relatively low, and relatively recent. 

DAY 2: CONCLUDING THE LESSON 

Step 7: Briefly remind students of the pattern and history of world 
grain trade. Note again In particular the dominant role of 
North America In the world grain trade, the Inportance of 
exports to American agriculture and the limited role of 
trade In the overall global food picture. 

Step 8: Hand out copies of the table "American Grain Exports~1978." 
Then project a transparency or hand out copies of the 
"Discussion Questions." 

Have students, working In groups of 2 or 3, answer these 
questions on the basis of Information In the table. 

Step 9: Discuss the questions with the class. 
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THE HISTORY OF THE WORLD FOOD SYSTEM 



Food has always been a central factor in societies throughout the ' 

world. Only recently, however, has the world's food supply beccme ■ 

part of a single world-wide "system." New capability in transporta- : 

tion and farming techniques have helped to create a global dimension i 
to the producing and consuning of food. 

I 

Fvom Subsistence Agriculture to a Global Market i 

For most of the two million years that humans have existed, i 

securing food was everyone's full-time occupation. The tilling of the = 

soil Introduced a major advance In mankind's food supply. It created j 
a division of labor that was enhanced by subsequent developments In 

Irrigation and the use of animals for plowing. Still, these ' 

discoveries did not create a "world food system," Most of the world's \ 

food was consumed In the same place It was produced and by the sane ' 

people that produced It. Some trade did occur. Imperial Rome relied ! 
on grain from North Africa. Exotic foods and spices travelled long 

routes to distant markets. Still, until Just a little over two ' 

hundred years ago, most of the world's peoples supplied their own food ' 
from the yields of their own land. 

The Industrial Revolution led to the end of subsistence agrlcul- ' 

ture. This "revolution" made possible the emergence of national food : 

systems, and later a world-wide food system. Industrialization was \ 

actively triggered. In part, by the Increased efficiency of agrlcul- \ 

ture and the resulting migration of nav unneeded rural laborers Into = 
urban trades and crafts. 

Not until the development of the railroad and the steam engine, ' 

partway through the nineteenth century, however, did the world's food ^ 

system become truly International. The Industrial regions of northern \ 

Europe could not make use of cheap and abundant supplies of grain, ' 

Imported from Russia and from America. By the 1870's, grain from the ' 

heartland of America was travelling thousands of miles by rail and 1 

steamship across the Atlantic to feed the burgeoning populations of \ 

Industrial Europe. ; 

i 

The division of labor between the farmer and the factory worker ' 
that arose within nations became visible on a world scale. Some 

nations found they could export food Into the world market, earning i 
money to buy the goods they could not or did not produce at home. 



others, such as Great Britlan, became the producers of those Indus- 
trial goods and also became Increasingly dependent upon food Imports. 
Since different states enjoyed different natural endowments, and some 
had especially generous amounts of fertile and well-watered agricul- 
tural land, a deepening International division of labor was generally 
we 1 coTiied as advantageous to all. 

In the eighty years of this century, thanks to mechanization of 
agrlcultuie, the development of new and higher-yielding seeds, and 
Increased knowledge about farming techniques, total world food produc- 
tion has regularly outpaced population growth. This Is not to say 
that the growing demand for food and the Increased vulnerability of 
urban populations and food- Import I ng countries have not created 
problems and pressures. Japanese Imperialism In Taiwan and Korea was 
caused by part by Japan's search for a secure food supply. The 
colonial trading patterns of Europe also reflected such politically 
managed International divisions of labor. As a result. Increases of 
product I V I ty and food product I on were not shared equa 1 1 y by the 
peoples of the world even though Improved conditions of health and 
food helped spur the rapid population growth of this centun 

MoQOv International Activities 

The world food system consists of two kinds of exchanges across 
countries—exchanges of food and exchanges of other Items related to 
food production. 



Food moves among countries on two kinds of bases: trade and aid. 
Comnerlcal trade reflects the International division of labor that has 
emerged over the last century and which allows the world's people to 
take advantage of the differing production capabilities around the 
world. It also serves as a major resource upon which countries can 
draw when their own production falls short, or when they have a burper 
harvest. India for example, which had been a chronic importer In the 
1960 's and early 1970 's, found it advantageous to export wheat In 
1978-79 when It had bumper crops. 

Food aid Is the other form of International exchange of food. 
Some countries are too poor to buy all the food they ray need. At 
other times natural disasters or wars create emergencle- where people 
face starvation. In these situations th^ ' i nnt i :^^.rading system 
has been supplemented as governments an e organizations provide 

food as gifts or as highly subsidized icessional sales. Until 

after World War II food aid has alwav . special and temporary 
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activity as governments and voluntary organizations responded to 
abnor-mal needs in other countries. Large American agricultural 
surpluses, however, in the 1950's created political pressures for 
disposing of these comrxxli t ies. The result was the creation of an 
Jnternat ional food aid system which was largely American in the 1950's 
and 1960's. That system has become internationalized and 
Institutionalized as other countries have Joined and as American 
surpluses have disappeared and along with them the political pressure 
from American farmers to dispose of surpluses. In the 1950 's food aid 
constituted as much as twenty percent of all international food 
movements. In 1980 less than ten million tons of cereal out of over 
one hundred eighty million tons traded (about 5%) was food aid. 



From: Raymond F. Hopkins, "The Global Food System" In Global Issues : 
Food, James E. Harf, B. Thomas and Raymond P. Hopkins, Eds., 
Colunbus, Ohio, Consort iun for International Studies Education. 
1980. ' 
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The Changing Pattern of World Grain Trade 



Region 1954-58 1948-52 I960 1970 1972-75 1976 

(Mill ion Metric Tons) 



North America 


5 


23 


59 


56 


89 94 


Latin America 


9 


1 


0 


4 


-5 -5 


Western Europe 


-24 


-22 


-25 


-50 


-18 -17 


E.Europe g USSR 


5 




0 


0 


-26 -27 


Africa 


1 


0 


-2 


-5 


-1 -10 


Asia 


2 


-6 


-17 


-57 


-58 -47 


Austi a1 ia S N.Z 


3 


3 


6 


12 


7 8 


Note : Pos i t i ve 


nimbers indicate 


net 


exports; 


negative nunbers 


indicate 


net imports 











Source: The Global Political Economy of Food. Raymond F. Hopkins 
and Donald J. Pachula, eds. Madison, Wisconsin: The 
University of Wisconsin Press 1978. 
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American Grain Exports — 1978 
Cin U.S. $1,000) 



By Region 


V 


alue Exported 




Feedg rains 


Wheat 


Soybeans 


Canada 


19,833 




67,187 


Latin America 








C Including Carrlbean) 






1 o D , / *+D 


Africa 












c nc 1 Q 0 
pUb, loo 


24,855 


Asia 








C I nc 1 ud I na f hp M I rlH 1 p FaQt* 


1 fit;? 977 


1 /i7Q OC7 


1 T £1 "7 O 1 "7 

l,3b7/ol7 


Europe 


2,951,784 


831,936 


2,951,074 


2 

Unknoi\/n 


71 1 79n 




ICO T "7 n 

152,370 


Total Value 


5, '+84,45'+ 


3,876,403 


4,749,049 


By Per Capita Income of County^ 


Feedara 1 ns 


Whpat 


^nx/hp^in^ 


Countries with Per Capita 






Income over $2,000 


$3,874,952 


$1,270,969 


$3,888,280 


Countries with Per Capita 








Income Between $1,000 








and $2,000 


906,125 


1,065,591 


556,871 


Countries with Per Capita 








Income Below $1,000 


391,657 


1,340,029 


151,528 




Feedg rains 


Wiieat 


Soybeans 


Total Tonnage Cmetrlc) Shipped: 


55,544,614 


21,811,970 


19,685,675 


Average Price Per Metric Ton: 


$102 


$178 


$241 



Feedgralns are used as feed for antmals, not direct hanan 
consinptton. Wheat and soybsiins categories are exports of these 
grains for direct htman constnptlon. 



UnknG»rtr» destination because the grain was transshipped through 
Canada. 

Table excludes figures for grain whose destination was unknown or 
not specifically Indicated In original data tables. 
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American Grain Exports: Discussion Questions 



What regions of the world buy the most grain overall from 
American farmers and grain companies? Does this surprise you? 
Why or why not? 



2. What types of grain Cfeedgrain, wheat, soybeans) Is most 

Important to American agriculture In terms of export earnings? 
In terms of export tonnage? 



3. What types of countries, richer or poorer, buy the most grain? 
How are their grain purchases different from other countries? 
How might you explain the difference? 



^. Wheat could be called the "poor man's grain" In terms of world 
food trade. How does the Information In the table show this? 




ECONOMICS 



FOOD AND THE GLOBAL DIVISION OF LABOR: 
EFFICIENCY VERSUS SECURITY AND EQUITY 



Duration ; 

PURPOSE; 



To demonstrate the economic efficiency obtained 
through the division of labor. 



Approximately three class periods. 



To indicate hew the division of labor can also raise 
Issues of security and equity. 



Objectives ; 



students will: 



Cl) Define economic efficiency and identify how the 
division of labor increases efficiency. 

C2) Relate the domestic division of labor to the 
International division of labor that results 
from trade. 

C3) Identify reasons why a division of labor can 
create problems of insecurity and inequity 
internationally and nationally. 



Background Information For Teachers ; 

The "division of labor" is a basic concept in economics. It is also a 
concept normally related only to the domestic economy. But because of 
the vast growth of international trade and the development of free 
trade areas as in Europe, a global economy, characterized by an 
Imperfect but clearly discernable division of labor, has also begun to 
emerge. 

An International Division of Labor 

An International division of labor has become increasingly apparent in 
the global food system. CSee the lesson "American Agriculture and the 
Global Food System.") Since World War II, trade in foodstuffs, 
particularly grains, has become increasingly important. While the 
amount of food traded internationally is only a small percentage of 
total food production, there has been an increased dependence on a few 
regions Ci.e., North America, Argentina, Australia) for grain 
surpluses. Developing nations in particular have allowed their food 
production to lag behind needs or have encouraged investment in export 
production Ce.g., tea, coffee, sugar, rubber, etc.) at the expense of 
food production for local consumption. Thus a "global" division of 
labor within agriculture and between agriculture and Industry has 
begun to emerge. 

Efficiency 

As with any division of labor, this system can be more efficient In 
economi c terms because of spec 1 a 1 i zat 1 on based on comparat 1 ve 
advantage. Yet, the present system is hardly afficient In any ideal 
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sense. In a perfectly efficient global food system, only those 
nations with a comparative advantage In agriculture would produce 
food. Nations with a cold climate, poor soil, or Inadequate rainfall 
would Invest their productive energies in other things — manufactured 
goods perhaps. These goods would then be traded for food. In a 
perfect system fewer nations would presumably be producing more food 
and at lower unit costs than at present. Such a system would be much 
more Interconnected through trade and thus much more Interdependent. 

This lesson uses a simulated division of labor between two countries 
to Illustrate the efficiencies obtainable through trade. By using 
this "International" situation, students can see how basic economic 
concepts, such as the division of labor and economic efficiency, apply 
to the International economy. They can also be Introduced to problems 
which attend the division of labor In security and In equity. These 
problems are Implicit In any division of labor but are often more 
obvious and easier to deal with In an International context. 

Security 

A perfectly secure global food system Is one In which mInlmLin food 
needs are constantly met for everyone. A perfectly efficient food 
system Is subject to various sources of Insecurity. Over-reliance on 
one region Increases the Impact of bad weather and poor harvests. 
Dependence on a single producer Increases the risk that one's food 
supply will be disrupted by war, by political or economic strife 
within the country, or by diplomatic conflicts between governments. 

A perfectly efficient food system would concentrate production far 
more than a secure one. It would also produce less food than a secure 
system. A secure food system would require accumulating a surplus) of 
food for use In keeping prices stable when harvests are poor and for 
use In relief efforts necessitated by war, or natural disasters. A 
perfectly efficient system would argue against surpluses which might 
never be used. 

Equity 

A perfectly efficient food system, because It would take the global 
division of labor to a logical extreme, could also become highly 

I nequ 1 1 ab 1 e . Equ I ty does not mean equa 1 I ty . It does mean equa 1 
opportunity and a fair distribution of the rewards of labor. Equity, 

In other words. Is a political rather than an economic concept. 

Leaders of Third World countries today argue that, as a vestige of 
their colonial past, they have become the "hewers of wood" and the 
"carriers of water" within the global economy. They argue. In other 
words, that they have become trapped In low paid, unskilled roles 
within the division of labor. They are trapped because, lacking an 
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Industrial and scientific base, their economies have less opportunity 
to develop the technological Innovations needed to succeed In the 
Industrial world. They lack the Industrial base to keep domestic 
Industries competitive. Their arguments take on added Importance when 
one considers that the terms of trade for raw materials. Including 
food, have declined over the past thirty years In relation to 
manufactured goods. The hewers of wood must work harder and produce 
more simply to maintain their standards of living at present levels. 
This seems Inequitable. 

Security and Equity in the Domestic Economy 

While security and equity Issues are often more apparent within the 
International economy, they apply to the domestic economy as well. 
When farmers threaten to restrict production, or when coal miners and 
truck drivers threaten to go on strike. It becomes apparent that the 
division of labor with our economy makes us Interdependent. It 
reduces the security of everyone within the system. 

Questions of equity are also raised within the domestic economy. They 
are Implicit In argunents for redistribution of Income from the richer 
Industrial states to the poorer agricultural states of the old South 
through federal programs. They are explicit In argunents by Western 
governors that their states must be compensated for depleting natural 
resources to feed the industrialized population centers elsewhere In 
the country. 



Materials : "country profiles: The Resources of Industria and 
Agraria;" and "Foreign Policy Briefing Papers" for 
Industria and Agraria to be used In the simulation. 

VOCABULARY ! Division of labor, economic efficiency, security, 

equity, dependence and Interdependence, comparative 
advantage, trade, resources. 

Instructional Strategie<^ : 

DAY 1 : OPENING THE LESSON 

Step l: After Introducing the division of labor concept, remind 

students that a division of labor allows greater efficiency 
In production. Remind them also of the role of comparative 
advantage In determining who does what within an economy 
characterized by a division of labor. 

Step 2: Explain that the division of labor exists within the Inter- 
national economy as well. In fact by Increasing the size of 
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the economy, you make more productive resources and greater 
resource diversity available. So efficiencies can often be 
even greater by dividing productive roles Internationally 
than national ly. 



DEVELOPING THE LESSON 



Step 3: To Illustrate the efficiencies available through a division 
labor. Introduce the Agraria and Industria simulation. 

Divide the class Into an even number of groups. Half of 
the groups will represent the country of Agraria; half the 
country of Industria. Each group should have about 2 or 3 
students. The total number of groups Is not Important as 
long as It Is an even nunber. 

Project the "Country Profiles: Industria and Agraria" and 
describe them. Make certain students understand the 
terminology but do not overexplain their situation. 

Step Have the groups discuss among themselves what would be the 
most appropriate division of labor within their country 
given the limits Imposed by the profile. Note that at this 
time, the countries may not consider trading with each 
other. Allow only about five minutes. 

Step 5: Poll the groups quickly to find out what they have decided. 

Note that their options are extremely limited If they want 
to provide for the basic food needs of all their people. 

Step 6: Tell the groups that they may now take Into consideration 
trade with the other country. Have the groups once again 
discuss what would be the rrpst "efficient" division of labor 
If Agrlaria and Industria could trade ~ Ideally If they 
could be treated as If they were a single country. Allow 
between 10 and 15 minutes. 



DAY 2 



Step 7: Poll the class to find out their decisions from the previous 
day. 

Discuss their reasoning and the concept of efficiency In 
this context. You might ask: 

1. What Is the most "efficient" division of labor between 
Industria and Agraria? 
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2. How does trade Increase "efficiency?" Does 
efficiency In this case mean a better life 
for the people of the two countries? In what 
sense? 

3. How might the Introduction of trade Into these 
countries hurt certain people at first? Are there 
parallels to what Is happening now in the United 
States? 

^. Do you see any problems which this "efficient?" 
division of labor might create? What are they? 

Step 8: Then hand out an appropriate "Foreign Policy Briefing Paper" 
to each group. Have the groups prepare for negotiations 
with the other country by settling on a preferred division 
of labor in light of the briefing paper's argLnents , Allow 
about 5 minutes. 

Step 9: Have each Agraria group begin negotiations with one of the 
groups representing Industrla. 

Each side should present its arguments and its proposed 
division of labor. In stirmary, the group should state what 
they are prepared to trade with the other country and what 
they expect in return. (For example, Agraria might 
surmarize by saying that they will agree to provide food 
for 4,000 people but they expect clothing and medicine for 
6,000 in return.) 

Once the positions are known, allow the groups about five 
minutes to argue the legitimacy of the other's concerns. 

Step 10: Have the groups break off negotiations. In their smaller 
country groups, have them try to come up with a compromise 
formula which will satisfy their own concerns to some ex- 
tent but also be agreeable to the other side. Allow about 
15 minutes. (There should be no such compromise available 
given the constraints of the situation.) 

DAY 3: CONCLUDING THE LESSON 

Step 11: Ask the class whether any of the groups think they have 
found a compromise solution. If any have, have them 
describe it and use It as the basis for a discussion. 
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If none have, discuss the fundamental problem of balancing 
economic efficiency with security and equity. Relate the 
simulation situation to international concerns and to the 
national economy. You might asl<: 

1. How did the efficient division of labor between Agraria 
and Industria lead to insecurity? Was Agraria as well 

' as Industria insecure? How? 

2. Agraria and Industria will become interdependent when 
they begin to trade. Are people within the local and 
the national economy also interdependent? What does 
"interdependent" mean? 

3. Are people within the national and local economy also 
insecure because of this interdependence? Suppose coal 
miners and trucl< drivers went on strike next week. How 
would this show our interdependence and our insecurity? 

4. How did Industria try to increase its food security? 
Real countries have this option and one other. Can you 
think of what it might be? (Diversity food sources.) 
Can industrial workers with' a country increase their 
food security in the same two way? 

5. How did the efficient division of labor between Agraria 
and Industria raise the issue of inequity according to 
the Agrarians? What was potentially inequitable about 
the division of labor? Would the division of labor 
leave Industria with more opportunities than Agraria? 
Do you think this is inevitable? 

6. Inequity is a less clear-cut problem than security be- 
cause it depend on your perception of what is "fair." 
What is "unfai about the situations Agraria might 
face in the future? Note that these situations are not 
in Agraria 's interest, but that does not mean they are 
unfair. Do all people agree about what is fair or 
equitable? Do our own ideas about what Is fair change 
overt ime? 

7. Are there situations in the American economy which are 
similar to the situation faced by Agrarians? (e.g.. 
Blacks relegated to unskilled jobs, migrant farmers, 
women's roles.) Are those situation inequitable? In 
what sense? 
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8. How did Agraria try to solve the problem of Inequity? 
Was their solution equitable? How have people In the 
American economy tried to solve their problems? (e.g., 
affirmative action, quotas based on rocn or sex) Is 
that solution equitable? 
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COUNTRY PROFILES 
THE RESOURCES OF INDUSTRIA AND AGRARIA 



Industria l Industrie Is a mountainous and crowded Island 

nation, with a well trained Industrial work force. 
Each worker-citizen of Industria Is capable. In 
one year's work, of producing: 

. either enough food to meet the annual needs of 
one person. 

. or, enough clothing and medicine to meet the 
annual needs of two people. 

There are 8,000 worker-citizens In Industria. 



Agraria : Agraria Is a spacious continental nation, with 

fertile soil, a temperate climate, and adequate 
rainfall. Each worker-citizen of Agraria Is 
capable. In one year's work, of producing 

. either enough food *:o meet the annual needs of 
two people. 

. or, enough clothing and medicine to meet the 
annual needs of one person. 

There are 8,000 worker-citizens In Agraria. 
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Foreign Policy Briefing Paper: Industrie 
CFOR your eves only ! !) 



It has come to our attention that the perfectly efficient division of 
labor you want to develop with Agraria may not be all that secure for 
us. Consider the following situations. 

Situation 1: Bad Weather In Agraria : Agraria Is struck by a 
surmer-long dry spell. Its food harvest falls 25 percent below 
usual levels. What will the government and the citizens of 
Agraria do? Will they export as much as usual to Industrie? 
Only half as much? Perhaps they will tighten their own belts, 
and export as much as usual, but at twice the usual price! 

Situation 2; Revolution In Agraria : Halfway through a good 
simner harvest, the citizens of Agraria discover that their 
government has been using some of the money earned from food 
exports to Import luxury Items, such as limousines for high 
government officials, rather than clothing and medicine for all. 
Those citizens stage a revolution. The revolution Is resisted 
by the Army Cwhich Is led by officers driving limousines). The 
harvest Is badly disrupted, and food exports are halted 
completely. 



Recorniiendat Ions: Increase food security by growing some at home 

Cperhaps devoting up to 2,000 worker-citizens). 
Increase military power to deal with revolutions 
and wars by expanding the army C 1,000 worker- 
citizens.) We could still produce a surplus 
of medicine and clothing (enough for 2,000 
people) to trade. We would need to get food for 
5,000 people. These "terms of trade" are reason- 
able. It takes more expertise and greater Invest- 
ments to produce medicine and clothing than food. 
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Foreign Policy Briefing Paper: Agraria 



(FOR YOUR EYES ONLY! !) 



It has come to our attention that the perfectly efficient division of 
labor you are planning to develop with Industria may not end up being 
very equitable for us. Consider the following: 

Situation 1 : Technological changes are occurring much faster 
in the medical and clothing industries than in agriculture. If 
we have no domestic industry, our economy will forfeit the spin- 
off benefits of these new technologies. Our educational system 
will lag behind that of Industria. Our people will not be able 
to conrpete with people from Industria internationally. We will 
become dependent on Industria for new scientific l<nowledge. We 
will eventually become a vassal state of Industria. 

Situation 2 : Technological changes in clothing and medicine are 
also making the worl<ers of Industria more productive. At some 
point each worl<er in Industria will be able to produce twice the 
goods he or she can new. Similar advances are now occurring in 
agriculture. Even if they were, where would our farmworkers go? 
We only need to grew so much food. And we would not have a 
domestic clothing and medicine industry in which to employ them. 
Eventually, Industria will be able to charge us more for their 
medicine and clothing than they can now. We will have to sell 
them more food simply to stay even. They will get richer 
relative to us, while we get poorer relative to them. 



Recomnendat ion : Create a relationship which is more likely to stay 

equitable. Develop domestic medicine and clothing 
industries, devoting about 2,000 workers to them. 
We will still need to import medicine and clothing 
for 6,000 people. We will be able to produce 
food for 12,000 people. This leaves a food sur- 
plus sufficient to feed 4,000 people. We can 
trade this for the medicine and clothing we need. 
The terms of trade seem fair and obtainable. The 
people of Industria need food more than medicine 
and clothing. Anyway, the technological changes 
described above will help them catch up In time. 
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ECONOMICS 



ECONOMIC ACTORS: WHO'S WHO IN THE GLOBAL 

FOOD SYSTEM 



DURATION ; 
PURPOSE; 



Approximately three class periods. 

To show students the variety of organizations and 
decision-makers. Including International actors, which 
have an impact on an economic system. 

To help students visualize the relationships among 
different organizations and actors In the world food 
system. 



OBJECTIVES; Students wl 1 1 : 



CO Identify organizations and types of Individuals 
who Influence an economic system. 

C2) Categorize these actors In terms of a matrix of 
economic actors. 

C3) Identify actors within a case study of the 

Nigerian food system and identify the ways In 
which those actors do and could influence 
Nigeria's emerging food problati. 

W Speculate on ways In which other types of 
economic actors might contribute to solving 
Nigeria's emerging food problem. 



Background Information for Teachers ; 

Individuals, producers and consumers of goods, are certainly the most 
nunerous actors In an economy. In hunan terms, they are also the most 
Important. But In political terms, they are often the least powerful. 
The transfers of resources that make up our local, national and global 
economies are controlled not by Individuals qua Individuals but by 
large groups and organizations. Broadly speaking, these organizations 
can be distinguished or classified on the basis of two sets of 
criteria: their functions and their location. 

Distinguishing Eoonomio Actors by their Functions 

Three types of organizations are most Important to our economy 
functionally: (1) governments and government agencies, (2) business 
f I rms or pr I vate prof I t-mak I ng organ I zat I ons, and (3) pr I vate 
not-for-profit organizations. The latter two types of organizations 
are often referred to jointly as non-governmental actors. 

Governments affect economic systems. Including the global food system, 
through their ability to enact and enforce laws and their power to 
tax. National governments also enact laws regulating International 
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trade and investment, which is particularly inportant to the global 
economy . 

Intergovernmental organizations, such as the United Nations and the 
Western Governor's Conference, exist largely to coordinate the 
activities and policies of merrber goverrments. 

Both governmerital and intergovernmental organ izr.t ions often provide 
aid or support projects designed to develop or apply new l<nowledge 
related to the food needs of their people or other countries. 

Business firms are obviously the back-bone of any capitalist economic 
system. They carry on the bas i c product i on and d i st r i but i on 
activities which constitute the economy. In mixed or socialist 
systems these activities may be carried on by goverrment agencies as 
wel 1 . 

Not-f or-prof i t orga n i zat i ons constitute the largest and often the 
least well defined of the categories. Not-for-profit organizations 
such as universities carry on research designed to make producers or 
consuners more effective or efficient. Other not-for-profit 
organizations such as foundations (e.g., the Rockefeller Foundation) 
support this research or other projects designed to bring new 
knowledge into practice. Most not-for-profit organizations, such as 
farmers and consiiners groups, promote the interests of their members. 
They attempt to coordinate the activities or policies of their 
members, including business finns, and lobby to obtain favorable 
government policies. 

Distinguishing Actors by their Location 

Actors within the global food system, and the global economy, can also 
be classified in terms of their location, in a political sense. Most 
actors within the global food system are located within nations 
(sub-nat ionaO. Their membership and their operations extend to only 
a part of their own country. Other actors are national in the sense 
that their operations and membership extend throughout a country, but 
one or the other does not extend beyond the country. The national 
government is one of the most obvious and powerful of national actors. 
It is national, even though its operations typically do extend beyond 
the country, because its membership (i.e., those for whom it speaks) 
does not. Finally, actors within the global food system can be 
international . Both the membership and the operations of these groups 
extend beyond the borders of a single country. 

All three functional types of organizations (i.e., governmental, 
business and not-for-profit) can be found within each of these three 
categories. Regardless of their political location, the types of 
activities in which they are engaged will largely depend on their 
functional nature. 
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Student Learning 

This lesson provides a rrjeans by which Instructors can make students 
aware that business firms and governments are not the only actors In 
an economic system. More Importantly, perhaps, through a case study 
on Nigeria, the lesson shows how International actors, particularly 
other governments and Intergovernmental organizations, can have an 
Impact on critical food policies and problems within a country. 
Students have an opportunity to Identify and to classify food system 
actors. They are also challenged to consider how other actors of 
various types might participate In solving Nigeria's agricultural 
problems. 



Materials ; The charts "Actors In the Global Food System," and 

"Actors In the Nigerian Food System," and two readings 
"Types of Food System Actors," for use by the 
Instructor, and "Food Problems In Nigeria." 

VOCABULARY ; Sub-national, national. International, business firm, 
government, government agency, private not-for-profit 
organization, economic system, food system, trade, aid. 
Investment, loans, technology transfers. 

Instructional Strategies : 

DAY 1 : OPENING THE LESSON 

Step l: A^ter Introducing the unit on the role of goverrvnent In the 
economy or the business firm, explain to students that 
other types of organizations also have an Important effect 
on the economy. 

Ask students If they can name other "actors," that Is 
organizations or types of people who make decisions which 
affect the economy In some way. List these on the board as 
students suggest them. Ask students to describe how these 
"actors" affect the economy. 

DEVELOPING THE LESSON 

Step 2: Project a transparency of the matrix "Actors In the Global 
Food System." Go over the matrix and explain the kinds of 
actors within each of the cells, using Information contained 
In the reading "Types of Food System Actors." Give exarrples 
of activities In which each type of actor engages. 

Step 3: Have the students Identify where the organizations and 
actors they suggested earlier fit Into the matrix. 
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step ^: Discuss the matrix and the students' suggestions with the 
class. Ask: 

1. Were there types of organizations or actors which we 
did not suggest? Which one's? Why do you think we 
did not suggest them? 

2. Were there organizations or actors which we suggested 
that do not fit within the matrix? 

3. Which actors within the matrix do you think are the 
most ImpxDrtant actors within the global economy? 
the American economy? the local economy? 

Step 5: Hand out copies of the reading "Food Problems In Nigeria." 

Have students begin reading the article In class, completing 
It at home If necessary. 

DAY 2 

Step 6; Project a transparency of the graphic "Actors In the 
Nigerian Food System." Use It to discuss the reading 
on Nigeria with the class. You might ask: 

1. Historically, the British Goverment was an Important 
actor In the Nigerian food system. Why? How did It 
Influence the system? How does It continue to In- 
fluence the system? 

2. Which actors have the most Influence over the Nigerian 
food system now? How do they affect Nigeria's ability 
to feed Itself? 

3. Hew has the World Bank affected Nigeria? What types 
of International activities does the World Bank 
encourage? 

^. The article does not mention any International business 
actors, like General Mills. But they are almost 
certainly Involved In the Nigerian food system. How 
might General Mills be Involved, and why do you think 

so? 

5. What might the British Government, the World Bank and 
the U.S. Agency for International Development do to 
help solve Nigeria's problem? 

6. Can these outside actors solve Nigeria's problem? Do 
they need the cooperation of actcrs within Nigeria? 
Which ones? Why? 




ECONOMIC ACTORS 



7. What might the government of Nigeria do to solve 
the problem? How will the big farmers feel about 
that? Does It matter how they react? 

8. The article suggests that basic political and 
economic changes might be needed If Nigeria Is to solve 
this problem. Why, and what changes does It appear 

to suggest? 



CONCLUDING THE LESSON 



Step 7: Divide the class Into groups of four or five. Project 

the original matrix of "Actors In the Global Food System" 
again and have each group pick three different actors from 
the matrix which might be able to help Nigeria solve Its 
food problem In some way. They should pick one sub- 
national, one national and one International actor. They 
should also pick one governmental, one business and one 
not-for-profit actor. (For 'ample, a group might pick 
a sub-national government, . m^.Ional business, and an 
International not-for-profit act r.) 

Then have the groups brainstorm ways In which each of these 
three actors might help Nigeria solv? Its problem. In 
doing so, they should pay attention to the types of Inter- 
national activities which tie the global food system to- 
gether. They should also note whether the cooperation of 
other actors would be needed for the activity to be 
effective and what that cooperation would Involve. 



Step 8: If the groups have not completed their discussion, have 
them do so. 



Step 9: Have each student select one of the three actors discussed 
In his or her group and prepare a one-page position paper 
detailing how that actor might help Nigeria solve Its food 
problem. 
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ACTORS IN THE GLOBAL FOOD SYSTEM 




Governmental 


Non-Governmental 






Business 


Not-for-profit 


Sub-National (local, 
state, province, 
reaion) 

1 1 wi 1 J 


•City of New York 
•Hubei Provice, China 
•Western Governor's 
Conference (U.S.A.) 


• Individual Farmers 
•Agricultural 

Laboratories, Inc. 
•Landmark, Inc. 

(cooperative) 


• Individual Consumers 
•Kansas State University 
•Rue St. Martin Food 

Cooperative 
•Hunger Task Force 


National 


•U.S. Government 
(Dept. of Agriculture) 
(Dept. of Commerce) 

•Soviet Government 
(Gov't trading company) 


•Federated Department 
Stores 


•National Farmers 

Organization 
•Consumers' Union 
f Dread tor the World 


International 


•UN Food and Agriculture 
Organization (FAO) 

•World Bank 

• International Wheat 
Council 

•World Food Council 


•General Mills 
•Nestles 

•Continental Grain 


• International Federation 

of Agricultural 

Producers 
•International Organization 

of Consumers Unions 
•CARE 
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Types of Food System Actors 

Actors in any economic or political system can be divided into three 
categories: (1) sub-national actors, (2) national actors, and (3) 
international actors. They can be further distinguished in terms of 
whether they are (1) governmental, or (2) non-governmental. The 
latter can further be divided into (a) business firms, and (b) 
not-for-profit organizations. While other categories can and are 
used, these provide a simple basis for understanding how a political 
economy is organized. 

Sub-national Organizations 

Sub-national actors include those organizations whose membership or 
operations are contained entirely within a portion of a country or 
nation. These include purely local organizations such as city 
governments, banl<s, county corrmissions, local food co-ops, even 
colleges. They include state-wide and regional organizations as well, 
such as a state government, state-wide or regional fann organizations, 
state-wide fann cooperatives, the Western Governors Conference, and 
regional food store chains. 

Sub-national actors are obviously the most nanerous actors within the 
food system. These are the functional bases of an economy. Banks, 
farms, farmer cooperat i ves, i nsurance compan i es, food d i st r i butors, 
food retailers, consuners and consumer co-ops make the food system 
within a country work. Colleges and universities provide research and 
services which enable producers and constners to be more efficient. 
Local and state governments make laws which affect the profitability 
of food production and trade within their territories. 

National Organizations 

National actors include all groups whose membership or operations are 
contained within the boundaries of a specific country but which extend 
to virtual ly al 1 parts of that country. Pol itical ly, national 
organ i zat i ons are among the most powerf u 1 food actors . The most 
obv ious nat ional actor i s the nat ional goverrnient . Of course, 
national governments are seldom "unified" actors. For example, in 
Japan the Ministry of Agriculture and Forestry may prefer to restrict 
food imports, to protect farmers. The Ministry of International Trade 
and Investment may want to admit food imports to balance Japan's trade 
surplus with the United States. Similarly, within the United States 
the Department of Agriculture may be promoting grain exports to Russia 
while the National Security Council may be trying to halt those same 
exports. 

The category of national actors also includes non-governnental groups. 
Within the United States the best known food system actors of this 
type are the general fann organizations (e.g., the American Farm 
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Bureau Federation, the National Farmers Union, the National Farmers 
Organization, and the National Grange) and producer associations 
(e.g., the National Association of Wheat Growers, the National Corn 
Growers Association, or the National Milk Producers Federation). 
Consuner groups (e.g., Consuners Union) have also emerged as 
Increasingly Important In recent years. In the United States It Is 
sometimes said that the food and farm policies of the goverrment 
merely reflect the combined desires of these national non-goverrmental 
groups. 

Intevnationdl Organizations 

International actors are those organizations or groups whose 
membersh I p and operat I ons extend beyond a s I ng 1 e count ry . They 
Include Intergovernmental organizations of a regional nature, such as 
the European Economic Conrmunlty which coordinates the food and food 
trade policies of Its member governments. It also Includes global 
organizations such as the International Wheat Council which provides a 
foran for rational governments to negotiate coordinated food price and 
food aid pol Icles. 

The World Food Council (WFC) Is representative of these 
Intergovernmental actors. The WFC was established by the General 
Assembly of the United Nations following the 1974 World Food 
Conference In Rome. Its purpose Is to mobilize support from national 
governments for three global food projects identified by the Rome 
conference. These were: (1) to Increase food production In those 
countries where food Is most needed, (2) to Improve effectiveness In 
the world's food distribution system, and (3) to Improve world food 
security. In Its work, the WFC has been split on more than one 
occasion by the differing interests of its 36 menfcer governments. The 
representatives of developing countries have wanted the WFC to 
concentrate on promoting more and more flexible food aid from rich 
countries and on changing protectionist policies in the rich countries 
which exclude agricultural products from the poor. The 
representatives from the rich Industrial countries prefer Instead to 
concentrate upon changing policies within the poor countries. 

Even If Its members could reach perfect agreement, the WFC like other 
Intergovernmental organizations could not command national governments 
to follow Its reconrmendat Ions. Its functions are to advocate and to 
coordinate, not to govern. 

The World Bank and the FAO 

Two of the most Important food system actors of this type (I.e., 
I nternat lonal and Intergovernmental ) are the Internat lonal Bank for 
Reconstruction and Development (IBRD), known as the World Bank, and 
the United Nations Food and Agriculture Organization (FAO). 
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The World Bank receives financial support from national goverrtnents 
which It then uses to finance development projects In less developed 
countries. The World Bank Is now the largest single source of 
external funding for food and agrIcu1^ura1 development In the world. 
By Itself It provides more than ^0 percent of the total external funds 
available. At any one time, the Bank may find Itself funding as many 
as 275 separate projects. In as many as 75 different countries. When 
the Bank lends money. It does so on Its own Initiative and according 
to Its own guidelines. This relative Independence has caused some to 
call the World Bank a "supra-national" organization Ci.e., above the 
nat I on state) . However, the Bank ' s sources of fund I ng and I ts 
weighted voting mechanism, based on contributions, do concentrate 
decision-making power In the hands of the wealthy capital 1st 
countries. The United States Is the largest single contributor to the 
World Bank. 

The Food and Agriculture Organization CFAO) performs a variety of 
global food aid and Information gathering tasks. It collects data 
used by other actors (Including the World Food Council) In reaching 
food policy decisions. The FAO also works with the World Bank, 
assisting the Bank In Identifying food projects for possible funding. 

Non-goVermental Intexmational Actors 

Besides the Intergovernmental actors, the global food system Includes 
a tremendous number of non-governmental organizations. These Include 
business firms, or organizations whose purpose Is to make a profit 
through economic activity. It also Includes a wide variety of 
not-for-profit organizations, many of which promote the Interests of 
various business and other groups within goverrvnental and 
Intergovernmental organizations. These non--goverrmental International 
actors are sometimes called "transnational" actors. 

Perhaps the most Important of the non-governmental groups are the many 
pr I vate I nte rnat I ona 1 bus I ness f I rms wh I ch I nvest I n food and 
agricultural production (e.g.. General Foods, Heinz, Kraftco) or which 
sell food and agricultural products (Continental Grain, 
Ralston-Purlna, Deere and Company). Business flnms are generally 
considered to be international only If they have productive facilities 
In two or more countries. 

Other non-governmenta 1 I nternat I ona 1 actors I nc 1 ude not-f or-prof I t 
organizations whose memberships come fran more than one country. 
Private food aid organizations such as CARE and Catholic Relief 
Service fall within this category. So do many organizations which 
represent the Interests of professional groups, businesses or others 
(e.g., the International Federation of Agricultural Producers, and the 
International Organization of Consurors ijnions). 
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The Activities of Food Actors 

The activities in which focxi actors engage can obviously be quite 
varied. Among the more Important are trade^ capital transfers, either 
as aid or In the form of Investments and loans, food aid, and 
technology transfers . Trade and food aid are generally thought of as 
the principal activities of the global food system. However, the 
remaining food system activities can be even more Important especially 
to developing countries. 

Scarcity of capital In developing countries often results In the 
utilization of underp reductive technologies or the Inefficient use of 
land resources. Money may be needed to buy new equipment, new seeds, 
or sufficient fertilizers. Capital may be needed to develop adequate 
transportation and storage facilities so that less food goes to waste. 
Thus capital transfers through Investments, aid or loans can be quite 
Important. 

The transfer of existing technologies as well as the development of 
new technologies can also be critically Important to Increasing food 
production and availability. Technological Innovations can Include 
new cultivation and planting techniques, new storage practices, better 
Irrigation techniques as well as Improved seeds and new equipment. 
International, along with national and sub-national actors from other 
countries, are routinely engaged In these activities. 
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FOOD PROBLEMS IN NIGERIA 



Nigeria Is the most populous nation In Africa, with about one third 
the population of the United States. Nigeria Is also one of the most 
fortunate nations In Africa. It is an oil exporting country (the 
fourth largest oil exporter In the world). For the past decade It has 
been a leading beneficiary of the Increase In oil prices. 
Nonetheless, Nigeria Is soon to face a very difficult food problem. 

The Trouble Ahead 

Demand for food In Nigeria has been growing very rapidly. This has 
been due both to r i s I ng I ncomes and to rap I d popu 1 at I on growth . 
Nigeria's aVeady large population has been growing six times as fast 
as the nat I on ' s food product I on . These 1 arger food demands are 
offsetting Increases In food production so much that by one estimate, 
Nigeria will experience a 20 million ton "food deficit" by 1990. This 
Is a quantity of food almost equal to what all of Nigeria produces 
today. Between now and 1990, as the gap between food supplies and food 
needs In Nigeria begins to widen, the price of grain (a large portion 
of the Nigerian diet) will Increase. The result will be serious 
malnutrition among Nigeria's poor, particularly In the countryside 
where the poorest Nigerians live. 

Actors in the Nigerian Food System 

The Nigerian food system has been and continues to be affected by the 
decisions of a great many actors. Many of these actors are not 
Nigerians. Nonetheless, whether Nigeria can solve Its food problem 
before It becomes too severe will depend on these actors' policies. 
Consider the following: I 

1- The Government of Great Britain : Great Britain colonized Nigeria 
a century ago. In doing so Britain "distorted" the food economy of 
the country. The British government encouraged Nigerians to produce 
cash crops for export (such as peanuts, palm l<ernels, cotton, and 
cocoa beans) rather than food crops for consurptlon at home. While a 
colony, Nigeria developed the habit of producing what It could not 
eat, while Importing (at growing expense) ever larger quantities of 
food to meet the needs of Its g row I ng popu 1 at I on . Even now the 
British government encourages this system of "export agriculture." As 
part of the British Comfnonweal th (the former British Enplre), Nigerian 
exports to Britain have special access (e.g., lower tariffs and higher 
quotas) to the British and European marl<et. 

Despite Its oil exports, Nigeria Is experiencing balance of payments 
deficits ($^ billion In 1978). While Nigeria continues to export 
about $1 billion worth of agricultural products every year. It grows 
Increasingly dependent upon expensive Imports of grain, about $300 j 
million worth In 1977. Nigeria must import practically all of Its j 
needed supplies of what. And demand for wheat Is soaring as bread 
becomes an Increasingly Important part of the Nigerian diet. 
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2. The World Bank . The World Bank made its first loan to Nigeria in 
1971. It has now replaced the U.F. Agency for International 
Development (AID) as Nigeria's largest single source of external 
assistance for rural development. By 1977, the World Bank had lent 
almost $400 million for agricultural projects in Nigeria. To date, 
however, these projects have had a bias toward cash crop and large 
scale farming operations. The Bank's first loan went to support 
Nigerian cocoa production. 

The World Bank is sometimes accused of supporting only those 
agricultural projects which will preserve a favorable climate for 
private bank and corporate investment. This means that they try not 
to disturb the stability of the government, and the security of 
private property. Both of these may have to be disturbed if Nigeria's 
food prob 1 em are ever to be sol ved, for nat i ona 1 and sub-nat i ona 1 
actors also have a large influence on the country's food system. 

3. The National Government of Nigeria : The Government of Nigeria has 
announced its intention to promote food production within Nigeria. 
President Shagari, for example, recently announced his plans to 
achieve agricultural "self-sufficiency" by 1985. Efforts have already 
been made by the government to reduce food imports, through trade 
restrictions. These efforts have been premature, however. They 
produced a rapid increase in food prices within Nigeria and so had to 
be dropped. The government of Nigeria tried to restrict food imports 
before boosting Nigeria's own food production. 

Actually, the Nigerian Government has not been spending very much on 
food production. Government expenditures on all kinds of agriculture 
(including the production of crops which have no food value) account 
for less than 10 percent of the total national budget. The 
Government's National Accelerated Food Production Program (NAFPP) is 
still In the experimental stage. The Government's National Grain 
Production Conpany Is still In the planning stage. 

4- Big Farmers In Nigeria : When the Goverr^nent of Nigeria does act 
to promote food production, it does more to benefit big farmers than 
small ones. Grain, the food source most in need in Nigeria, is 
produced by large numbers of smal 1 farmers. Small farmers are 
responsible for more than 90 percent of Nigeria's total agricultural 
output. Farms are extremely small in eastern Nigeria, where 
population density is highest. To please big farmers, hov'/ever, 
government programs have emphasized the introduction of mechanized 
f anril ng techn I ques and 1 arge sea 1 e f ami ng . Meanwh i 1 e, the vast 
majority of farms In surrounding villages continue to use crude and 
underproduct Ive fanning techniques. 
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ACTORS IN THE NIGERIAN FOOD SYSTEM 



WORLD BANK 



NATIONAL ^ 
V GOVERNMENT , ^ 

^ ^ / 



NIGERIA 



' BIG 
FARMERS 



GENERAL MILLS 



BRITISH 
GOVERNMENT 



(OFFICE OF TRADE) 

(OFFICE OF COMMON- 
WEALTH RELATIONS) 
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ECONOMICS 




Duration : 



Approximately four class periods. 



PURPOSE: 



To show students the role of foreign countries 
and International trade In providing energy 
resources. 



To shew students hovv U,S, oil companies have 
become International as International sources 
of oil have become more Important, 



Objectives: 



Students will: 



CO 



Identify two reasons why the use of oil 
grew historical ly; 



C2) 



Identify the major oil producing countries 
and the major oil companies; and 



C3) 



suggest alternative energy sources for the 
future. 



Background Information for Teachers : 

In the last decade, one critical reality of economic and Industrial 
development has been brought home to Americans and people around the 
world. Energy Is one of the fundamental bases of an economy, 
particularly an Industrial economy. 



The Energy Transition 

Of course, throughout history people have sought to develop new energy 
sources that expand their ability to do physical tasks. The 
domestication of animals, the harnessing of wind and water power, and the 
burning of fossi 1 fuels have al 1 accompanied radical changes In the 
economies and the technologies of man. We are currently undergoing an 
equlvalently radical change, but with a difference. For the first time 
In history, the change In our primary sources of energy Is being forced 
upon us. In the past new and cheaper sources c energy have pushed aside 
less attractive or more expensive ones. We do not have a more attractive 
and cheaper alternative source of energy today. 



Student Learri.u-''^ 

This lesson provides students with an opportunity to grapple with the 
problems of oil dependence In a structured way, A reading outlining the 
history of the oil age provides a substantive basis for discussing not 
only the "oil crisis" but also energy futures. It also Indicates the 
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I THE AGE OF oTl 



Importance of the international oil companies in the history and future 
of energy. 

An exercise involving research with oil company annual reports provides 
an active, hands-on learning experience which reinforces information 
about the global nature of the oil industry. 



MATERIALS! 



Arrangements: 



Vocabulary; 



Copies of the article "Energy, Economic Growth 
and the Petroleum Industry" for each student, 
copies of the annual reports of major oil 
companies, art materials for bulletin board 
displays, overhead projector and transparencies; 
"Alphabetical Lists of Major Oil Producing 
Countries" and "The Ranking of Major Oil 
Producing Countries;" an outline map of the 
world. 

Write to several major oil companies for copies 
of their latest annual reports. (See attached 
list of oil company addresses). Allow at least 
two weeks for the reports to come. 

Petroleum, oil producing country, industrial 
economy, oil glut, oil crisis, multinational 
corporation. 



Instructional Strategies : 

DAY 1: OPENING THE LESSON 



Step 1: Introduce this lesson by projecting the transparency 

"Alphabetical List of Major Oil Producing Countries." Ask 
students, on a blank sheet of paper, to indicate which 
countries they think are the three largest and the three 
smallest oil producers in the list. 

When the students' lists are complete, project the second 
transparency "The Ranking of Major Oil Producing Countries." 

Step 2: Use the ranking exercise as a means to begin a discussion about 

the reasons for American dependence on imported oil, and the 

importance of energy and oil for an industrial economy. You 
can ask: 



How many of you thought the United States, despite the 
fact that we have become dependent on oil from foreign 
countries, is still the world's third largest oil 
producer? 
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THE AGE OF OIL 



2* How do you explain the fact that the United States 
can be the world's largest oil producer and still be 
dependent on Imported oil? 

3. How Is oil used In our economy? We use oil every day — 
how? 

^. Which kinds of countries would you expect to use the 
most oil? Which the least? 

DEVELOPING THE LESSON 

Step 3: Hand out copies of the article "Energy, Economic Growth and 
the Petroleum Industry." Assign the reading as homework. 
Allow students to begin reading In class If time permits. 

DAY 2 

Step 4: Discuss the homework reading assignment with the class. You 

might use the following questions as a guide to the discussion: 

1. This has been called the age of oil. According to the 
article, when did this age begin and Is It likely to 
last much longer? 

2. Why was oil such a good source of energy In the past? 

3. According to the article, two big problems with oil are 
periodic "oil gluts" and "oil crises." What are oil 
gluts? Why do they happen? What Is the oil crisis? 
Can you have an oil glut amidst an oil crisis? V/hy? 
What problems might this create? 

^. From what country do most of the large multinational 
oil companies come? What are the companies? The 
dominance of American and European companies has 
caused problems globally. What problems does the 
article suggest and why do you think these were problems? 

5. What other countries have been among the most Important 
oil producers according to the article? What has been 
the role of the oil companies In those countries? 

6. The United States originally restricted Imported oil. 
Why? With what effects according to the article? 
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DAY 3 

Step 5: Divide the class Into groups of three or four students. 
There should be one group for each of the oM company 
annual reports you were able to obtain. 

Introduce the following exercise by noting that the major oM 
companies are an Important part of the history of oM, the 
current energy problems, and our energy future. This exercise 
provides an opportunity to learn more about these conpanles 
and the global nature of the oM Industry. 

Step 6: Give one oM company annual report to each group. No two 
groups should work on the same company. 

Have the groups look through the annual reports and find 
answers to as many of the following questions as possible: 

a. In what countries Is the company active? When did It 
get Involved In each? 

b. In what stages of the. Industry (I.e., exploration, 
production, transport, refining, marketing) Is the 
company Involved? Is this Involvement changing and why? 

c. Does the company appear to depend more on foreign or U.S. 
sources of oil? 

d. In what other Industries Is the company Involved? 

e. Is the company Investing In alternative energy sources? 
If so, witich ones? 

Step 7: When the groups have answered as many of these questions as 

they can given the Information In the annual report, hand out 
art materials and have the groups prepare a visual display of 
their research. 

The displays should Include an outline map roughly Indicating 
places In the world In which the company Is active. The other 
Information should also be portrayed as simply and graphically 
as possible. 

DAY 4: CONCLUDING THE LESSON 

Step 8: When the displays are completed, have the groups set them up 
around the room. 
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Step 9: Discuss the research with the class by asking: 

1. Hew important are foreign sources of oil to the 
companies you researched? Do you think foreign 
sources of oil appear more or less important to the 
companies than to American consumers generally? 

2. In what stages of the industry are these companies 
involved? Do you think this makes the larc^e oil 
company more or less powerful? Why? What changes 
appear to be occurring in this pattern? Why? 

3. It has been argued that oil companies need less 
regulation so they can get more profits to find and 
produce more oil. Do you agree or disagree? In 
what other industries are these companies involved 

and does this suggest anything about hew higher profits 
might be used? 

4. Higher profits could also be used to develop other 
energy sources. Are these companies investing in other 
types of energy sources? Which ones? 
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flAJOR U.S. OIL COMPANY ADDRESSES 



The following are addresses to which you can write to obtain copies of 
the annual reports of the major U.S. oil companies. These will be 
provided free of charge by publicly owned companies. 

The eight largest oil companies in the United States are: Exxon, Texaco, 
Mobil, Gulf, Standard Oil of California, Standard Oil of Indiana, Shell 
and Atlantic Richfield. Combined, these eight account for approximately 
55% of all gasoline sold in the United States. 



Amerada Hess Corp. 
1185 Ave. of the Americas 
New York, NY 10036 
C212) 997-8500 



Marathon Oil Company 
539 S. Main St. 
Find lay, OH 45840 
C419) 422-2121 



Atlantic Richfield Co. 
515 S. Flower St. 
Los Angeles, Ca. 90071 
C213) 486-3511 

Cities Service Co. 
no W 7th St. 
Tulsa, OK 74102 
C918) 586-2211 

Conoco Inc. 
High Ridge Pk. 
Stamford, CT 06904 
C203) 329-2300 

Exxon Corp. 

1251 Ave. of the Americas 
New York, NY 10020 
C212) 398-3000 

Getty Oi 1 Company 
3810 Wilshire Blvd. 
Los Angeles, CA 90010 
C213) 381-7151 

Gulf Oil Corp. 
435 7th Ave. 
Pittsburgh, PA 15230 
C412) 263-5000 



Mobi 1 Corp. 
150 E. 42nd St. 
New York, NY 10017 
C212)883-4242 

Phillips Petroleum Co. 
Keeler Ave. between 4th/5th 
Bartlesvi lie, OK 74003 
C918) 661-4400 

Shell Oil Co. 
One Shel 1 Plaza 
Houston, TX 77001 
C713) 241-6161 

Standard Oil of California 
225 Bush St. 
San Francisco, CA 94104 
C415) 894-7700 

Standard Oil of Indiana 
200 E. Randolph Dr. 
Chicago, IL 60601 
C312) 856-6111 

Standard Oil of Ohio 
101 Prospect Ave. NW 
Cleveland, OH 44115 
C216^ 575-4141 
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Union on Co. of CA 
461 S. Boylston 
Los Angeles, CA 90017 
(213) 486-7600 

Texaco, Inc. 
2000 Westchester Ave. 
White Plains, NY 10650 
(914) 253-4000 



Sun Oil Co. of PA 
1608 Walnut St. 
Philadelphia, PA 19103 
(215) 972-2000 
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ALPHABETICAL LIST OF MAJOR OIL PRODUCING COUNTRIES 



ERIC 



China (People's RepublJc) 

Iran 

Iraq 

Kuwait 

Libya 

Nigeria 

Saudi Arabia 

Union of Soviet Socialists Republics 
United States of America 
Venezue 1 a 
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RANKING OF MAJOR OIL PRODUCING COUNTRIES 


(1979) 




Count ry 


Thousands of Barrels of 
Oil Per Day on Averaae 


1 . 


USSR 




11 ^+70 


2. 


Saudi Arabia 






3. 


USA 




8,515 


k. 


I raq" 




3,if00 


5. 


I ran** 




3,030 


6. 


Kuwait" 




2,510 


7. 


Venezuela*^ 




2,360 


8. 


Nigeria** 




2,305 


9. 


China (Peoples' Republic) 




2,120 


10. 


Libya- 




2,075 


"Members of the Organization of Oil 


Exporting Countries (OPEC) 


Otiner Major Producers included: 






n . 


United Arab Emirates- 




1,830 


12. 


Indonesia 




1,595 


13. 


United Kingdom 




1,565 


14. 


Canada 




1,500 


15. 


Mexico 




1,455 


16. 


Algeria 




1,000 
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ENERGY, ECONOMIC GROWTH AND THE PETROLEUM INDUSTRY 



Early people depended mainly on their own muscles for the energy they 
needed. HuTBn energy was used to do work. It was also used to transport 
people and their belongings from place to place. Over time, nonhiman 
energy sources began to replace hunan labor. The use of animal power, 
the wheel, sails for ships, and the steam engine were all important 
breakthroughs In energy. So was petroleum. 



The Oil Age 

The use of petroleum as an energy source allowed workers to use machines. 
This greatly Increased their production. A worker today, using machines 
powered by gasoline, can produce much more than a worker could doing the 
same job 100 years ago. Gasoline-powered vehicles transport people and 
goods great distances In far less time than did earlier forms of 
t ranspo rtat 1 on . 

The use of petroleum, and the oil age, are recent events. The world's 
first oil well was drilled In 1859 In Tltusvllle, Pennsylvania. Three 
years later, John D. Rockefeller began Standard Oil, vyhlch quickly became 
the leading oil company In the world. 

Oil Is an attractive energy source for many reasons. With the 
development of the Internal combustion engine. It became the easiest and j 
safest fuel to use for transportation. Oil has also been relatively | 
cheap compared to Its principal competi^Jon: coal. Coal mining Is labor 
Intensive. As a result the coal Industry has been Involved in repeated ' 
labor disputes. Oil Is capital and technology intensive. So labor 
disputes have not stopped the flow of oil or increased its cost. 

Oil Gluts and Oil Crises 

A consistent problem throughout oil's history has been overproduction or 
gluts. The problem comes in part from the "rule of capture." This 
principle says that the owner of an oil well can panp oil out of that 
well no matter whose land Is being drained. So If neighbors draw oil 
from the same underground deposit, they have an Incentive to puip as soon 
and as fast as possible. And this Is what has happened, even when there 
has not been enough demand for the oil. 

In contrast to the problem of periodic oil surpluses is the problem of 
oil depletion. World War I was a period of great government-oil industry 
cooperation within the United States. The expansion of oil production 
during that period helped to create the first petroleum age "oil crisis." 
In 1919 the head of the U.S. Geological Survey predicted that American 




oil fields would be exhausted within ten years. Ten years later. In 
1929, the U.S. had major oil surpluses. In that decade, the oil Industry 
had gotten the now famous oil depletion allowance. "ihe depletion 
allowance provided tax relief and raised oil ccnrpany profits. These 
profits were used for expanded exploration. New discoveries swelled U.S. 
reserves. 

Many people today question predictions that U.S. oil production peaked In 
1970 and will never again attain that level. They argue that Increased 
oil company profits will expand exploration and help create new 
technologies which will expand our "recoverable*' reserve of oil. As of 
1980, however, the prediction that U.S. oil production has already peaked 
and started a slow decline has been fully supported. 

The Oil Industry 

The fact that oil production Is capital and technology Intensive has also 
given rise to concentration In the Industry. Such concentration has long 
been a major political Issue. Standard Oil, for exanple, controlled 87% 
of the U.S. supplies and 82% of U.S. refining capacity In 1900. In 1911 
Standard Oil was broken Into 3^ companies by the U.S. goverr^nent after 
lengthy ant I -trust proceedings. 

In more recent years, the oM Industry globally has been dominated by 
seven major oil companies. Five of these (Texaco, Gulf, Mobil, Standard 
Oil of California, and the giant Exxon — formerly Standard Oil of New 
Jersey) are U.S. based. The remaining two, British Petroleun and Shell, 
are European* Three of the five U.S. giants were originally part of 
Rockefeller's Standard Oil empire: Exxon, Mobil and Standard Oil of 
Cal Ifornla. 

The rise of OPEC control over production has somewhat reduced the role of 
some of the S3ven major oil companies. It has given rise to a new 
production giant as well: the National Iranian Oil Corrpany (NIOC). 

Oil and Texas 

Texas has historically been the center of the U.S. and even the global 
oil Industry. Because of the size of Texas production, the state has 
always had an effect on the availability of oil, nationally and globally. 
In the 1920's, the Texas Railroad Conmlsslon Imposed an allocation system 
to restrain production and avoid oM gluts. Oil surpluses had been a 
problem for decades and had repeatedly led to violence In the oil fields. 
The authority to restrain and allocate production was necessary 
to keep supplies of oil stable, and to avoid major price-cutting by oil 
companies until the early 1970's. 
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S^Tnn«? .1., "«de It the center of the petroleum Industry's 

M ^^rfS^h. The Petroleuti Club In Houston has attracted 

^S^^.'^n ; J V P^^^'dentlal candidates during their search for 

campaign funds. Words Important to the oil men Included "depletion 

chl^S h^"'' '57^' ^hen canpaign financing la^vs 

changed the contributions which came from the Texas oilmen could be 
critical to campaigns. 

ProduaHon in Other Countries 

Although the U.S. has dominated the global petrolean Industry, It has not 

Casnll'n <; °'', '''^^V.VnT' °' ' ^^^'^^^ ^^^^ "^^e In Baku on t^e 

Caspian Sea In the 1870's. This area was the first to challenge Standard 
Oil's dominance of European paraffin sales. World War I greatly reduced 
the area's competitiveness. 'cuuoea 

Jh/n''^ '^^°'^^'?^'''oca^^''^ '^^'"'^'^ second-largest producer after 
the U.S., providing 25% of world oil. U.S. and British flnns controlled 
the Mexican Industry. Local unrest resulted In the patrol of U.S. naval 
vessels off the Gulf coast of Mexico. According to the U.S. Secreta^Jof 
State this was to give the Mexicans "a proper degree of wholesome fear." 
Inf%r-LJf ""^^ nationalized by Mexico In 1938. In response, the 
Internationa companies boycotted Mexican oil. This helped to keep the 
Mexican cll Industry out of International markets until the 1970 's. 

laJ^^ 19£f0's, Venezuela became a major producer, second to the U.S. by 
1946. A new government In 1958 began to exercise more control over the 

foreign companies, which again controlled the local Industry. 

As the government's role Increased, Venezuela's International role 

dropped. The companies were nationalized In the 1970's. 

Iran was the first major producer In the Mideast. The Anglo-Persian Oil 
SLhPd t?"^' , 1913. After World War II, the U.S. oil Industry 
established Its position In Iran. The U.S. Industry also dominated that 
area during the explosion of Persian Gulf and Arabian Peninsula oil 
discoveries throughout the 1950's and 1960's. The International 
(predominantly U.S.) Industry purchased "concessions" giving them full 
exploration production, and pricing control. At the beginning of the 
1970 s, this new center of global oil production contributed about $2 
billion annually to the U.S. balance of payments because of U.S. oil 
company profits. 

Oil Gluts and Oil Dependence 

The Increase of oil production In the Persian Gulf created major global 
surpluses. The cost of Persian Gulf oil was so low that U.S. domestic 
producers began to lose control of the S. market. In 19£f7, the U S 
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became a net oM Importer for the first time. By 1953, 10% of the oil 
used In the U.S. was Imported. The U.S. oil industry was not happy and 
pointed to the security threat of foreign ol 1 dependence. In 1954, 
voluntary quotas were set at 12% of East-of-the-Rockles oM consurpt Ion. 
In 1959, they ceased to be voluntary. This protection of the domestic 
market created major windfall profits for the domestic oil and even the 
coal Industries. Although It maintained the U.S. as the world's largest 
producer. It cost domestic consumers as much as $4-$7 billion annually. 
Domestic crude In New York City was twice the price of Imported ($3.00 
versus $1 .50). 

Western Europe and Japan took much fuller advantage of the Inexpensive 
(oil wh 1 ch was kept even 1 ess expens 1 ve by U.S. exc 1 us 1 on from the 
j market. Cheap oil helped fuel the post-war economic miracles In these 
t areas. It has been argued that this indirect support of Europe by the 
I U.S. was as important as the Marshal 1 Plan, which provided direct 
I economic aid after World War II. 

J The Import quota policy has since been criticized as a policy to "drain 
! America first." It ran up against growing domestic demand and the 
^ Inability of domestic producers to meet It by 1970. Quotas were loosened ! 
'■■ In 1970 and 1972. They were abolished In 1973, Just before the latest I 
' "oil crisis" began. 



j The Cost of Depending on Oil 

(Although greater use of petroleun has improved our lives, this 
f Improvement has come at a cost. Today, we are more aware than ever 
j before that petroleun Is a nonrenewable resource. The remaining oil and 
! natural gas reserves are harder to find. The cost of getting the oil out 
I of the ground has Increased. Importing oil is costly and makes our 
i country depend more on other nations for this valuable resource. 

Fortunately not all the energy news Is bad. The big oil field In Alaska 
has boosted our country's oil supply. Although opinions differ about how 
much oil Is In the world. In 1977 most experts agreed that there were at 
least 600 bl 1 1 1on barrels of recoverable oil — that we know about. \ 
Further exploring and Improved methods of recovering oil may Increase > 
that figure. For example, one of our country's largest potential 
sources of oil Is shale oil. As much as 1,000 billion barrels of 
petroleum may be locked in oil shale, Oil companies are trying to 
develop economical methods for recovering this petroleun without 
seriously damaging the environment. 

We have been using energy In the United States at an increasing rate. In 
fact, the United States uses far more oil than any other country. To 



meet this demand, many oil companies have expanded their role. They see 
themselves as companies that supply energy rather than Just petroleun 
products. As a result, they have bought coal companies and acquired 
large coal deposits for future development. They are also developing 
uses for the available nuclear energy, geothermal energy, and solar 
energy. The large oil companies now spend billions of dollars each year 
on research and the construction of new facilities to provide needed 
energy. 
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THE ECONOMIC IMPACT OF OPEC DECISIONS 



Duration: 



Approximately three class periods. 



PURPOSE; 



To show students the reasons for the success of the 
Organization of Petroleum Exporting Countries (OPEC) 
and the economic impact of high energy prices. 



OBJECTIVES; 



Students will: 



(1) 



Identify principal energy deficit regions and 
their principal energy suppliers. 



(2) 



Explain the success of the OPEC cartel in terms 
of supply and demand elasticities. 



(3) 



Identify three ways in which expensive energy 
has affected economies around the world. 



Analyze the relationship between crude oil 
prices and gasoline prices, and between gasoline 
prices and consuixsr demand. 



Background Information for Teachers 

The early 1970's may historically represent a watershed period within the 
global economy. It marks a period in which governments of the 
resource-rich Third World first successfully manipulated the world market 
to their advantage. It marks the end of the era of cheap energy, an era 
which made possible the rise of modern industry and technology. 

OPEC and the World Market 

The rise of the Organization of Petrolean Exporting Countries (OPEC) has 
had and may continue to have a critical impact on life and economics 
within the United States and around the world. While the history of oil 
has been characterized by econor^c concentration, only within OPEC has 
that concent rat i on of dec i s i on-^nak i ng power co i nc i ded with such a 
favorable market situation. As never before, today's world is highly 
dependent on oil for its energy. At the same time, the global supply 
curve for oil may also be nearing its peak. We are entering a period in 
which increases in demand may not be matched by increases in supply. 

The reality of OPEC's power, thus, lies primarily in the economics of the 
global market. It is no coincidence that OPEC's ability to manipulate 
the world market rose Just as the United States entered the world oil 
market as a major consuner. Nor is it simply a coincidence that changes 
In 1 i f e sty 1 es of Amer i cans (e , g . , conservat I on, smal 1 er cars) have 
coincided with oil surpluses and easing pressure on prices. 
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THE ECONOMIC IMPACT OF OPEC DECISIONS 



The Eaonomio Impact of Expensive Energy 

Nonetheless, OPEC's ability to control and radically raise oil prices in 
the 1970's has had an impact on economic, social and political conditions 
around the world. Between 1973 and 1979 OPEC quadrupled the price of oil 
on the world market. This may have done little more than keep oil 
slightly ahead of inflation from an historical perspective. Yet, this 
represents a fundamental change in the terms of trade between energy 
suppliers and industrial consuners which will probably continue into the 
foreseeable future. 

The relatively high price of energy has had irrmediate and visible 
Impacts. It has raised the cost of heating and transportation for 
families. This in turn has caused rather dramatic changes in life style 
and values. It has transformed the American auto industry, the single 
most Important economic force within the American economy. Higher energy 
prices have helped to cause lower growth rates, inflation and recession 
In countries around the world. 

Student Learning 

This lesson can be used Independently or as a follow-up to the preceding 
lesson: "The Age of Oil and .he Growth of the Global PetroleLin In- 
dustry." It can be used within units on economic growth or resources, 
markets and market distortions, or international trade. 

The lesson provides students with an opportunity to learn more about the 
forces behind the energy situation which confronts the world economy. At 
the same time, the analysis permits the introduction or reinforcement of 
key economic concepts such as the market, market distortions, market 
concentration and monopoly, demand elasticity, supply elasticity, etc. A 
problem-solving exercise is used to show the actual impact of OPEC price 
Increases on the lives of students, and simultaneously outlines the 
various production stages in this Important industry. 

MATERIALS ; Transparencies of three charts and graphs: "The 

Movement of Crude Oil in World Trade," "World 
Energy Production and Consunpt i on, " and "From Whence 
the Cost of a Gallon of Gas?" The article "The 
Energy Crisis of the 70's" and copies of the work- 
sheet "Analyzing the Effect of OPEC Price Increases." 

VOCABULARY ; OPEC, market, market distortions, demand elasticity, 

supply elasticity, balance-of -payments, inflation, 
unemployment, cartel, conservation, concentration. 
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[the economic impact of OPEC DECISIONS 



Instructional Strategies : 

DAY 1 : OPENING THE LESSON 

Step 1: Intrcxluce this lesson by reminding students that the United 

States, while the third leading oil producing country and the 
leading energy producer In the world, also runs an enormous 
energy deficit. That Is, we consume far more energy than we 
produce. 

Project the map "World Energy Production and Consurpt Ion." 
Have students Identify the world's energy deficit regions and 
countries, on the basis of the map. 

Ask students what the energy deficit countries have In cannon. 

Step 2: Project the map "World Petrol eon Trade." Most of the world's 
energy trade Is In the form of oil, but not all. Ask students 
If they can Identify other sources of energy which move In 
world trade. Ask them to Identify, on the basis of the map, 
the sources of petrol eon for (a) the United States, (b) Europe, 
and (c) Japan, the world's principal energy deficit areas. 
Based on the rrap, from which region do most of the world's oil 
exports come? 

DAY 2: DEVELOPING THE LESSON 

Step 3: Lecture/Discussion. 

Explain to the class the linkage between Increased American 
need for Imported oil and the rise of the Organization of 
Petrol etin Exporting Countries. The discussion can be organized 
around the reading "The Energy Crisis of the 70's" which you 
might share with the students. 

Stress that the ability of OPEC to raise prices dranrat leal ly 
during the last decade has primarily been the result of high 
demand In relation to supply. You might Introduce the concepts 
of demand and supply elasticity as discussed In the article. 

Step ^: Conclude the discussion by asking students what they see as 
the effect of high oil prices, and high energy prices 
generally. Have them enumerate the kinds of products whose 
price Increases because they require oil or natural gas as a 
raw material (e.g., plastic products. Industrial chemicals, 
fertilizers) or require extensive energy Inputs In the pro- 
duction process (e.g., altnlntin, grain, grain-fed beef). 
List the students' suggestions on the chalkboard. 



53. 



64 



THE ECONOMIC IMPACT OF OPEC DECISIONS 



step 5: When students have run out of suggestions Introduce the 

more systemic effects (that Is lower growth. Inflation and 
unenployment) discussed In the article. 

DAY 3: 

Step 6: Hand out copies of the worksheet "Analyzing the Effect of 
OPEC Price Increases" to each student or pair of students. 
Project a transparency of the pie chart "From Whence the 
Cost of a Gallon of Gas?" 

Have students conplete the worksheet, using Information from 
the transparency. 



CONCLUDING THE LESSON 
Step 7: Discuss the questions on the worksheet with the class. 



Depending on the capabilities cf the students, you may wish to 
Introduce many of the complexities which the worksheet Ignores 
during this discussion. You will want to stress how the 
Increase In the cost of crude oil changes the values of many 
different cost factors. Including transportation In particular. 
This underscores the Inflation potential of Increased energy 
prices. 



THE HOVEHENT OF CRUDE OIL IN WORLD TRADE 




THE ENERGY CRISIS OF THE 70 's 



Many people vievs' the Middle East war In October, 1973, and the subsequent 
oil boycott of the United States by several Arab producers (who formed a 
group called OAPEC with A standing for Arab) as the beginning of the oil 
crisis. Actually, the dam had already burst. In reviewing the 
longer-term and more fundamental causes of the energy crisis, we can 
probably list four reasons: 

CD The fact that global oil production reached, |p the 

early 1970's, what Is called the "Inflection point." That Is, 
the point at which the rate of annual production Increases 
begins to decline, even though production Itself continues to 
Increase. 

(T) The United States reached the peak of Its domestic production 
curve about 1970 and entered the world market as a consumer 
with a vengeance In the 1970's, competing with all other 
Importers. 

C3) Global economic growth In the 1960's was at an all time high 

rate and therefore added considerably to overall energy demand* 

OPEC, or at least certain of Its merrbers, reached a point of 
economic strength where It could afford to restrict production 
to support higher prices. 



The birth and growth of OPEC was a major underlying factor In the energy 
crisis of the 1970 's. The creation of OPE-^ In I960 was the culmination 
of a drive by the ol 1-export Ing countries to gain control over the 
exploration, pricing, and selling of Its oil away from the major oil 
companies. As the demand for oil rose during and after World War II, the 
opportunity manifested Itself, and Venezuela took the Initiative In 1948. 
Throughout the history of agreements between the oil companies and the 
oll-exporting countries, the latter had always received a fixed price for 
a barrel of oil, usually between 20 and 25 cents, despite the price of 
oil, with the remainder of the profits going to the oil company. In 1948 
Venezuela forced the companies doing business there to agree to split the 
profits evenly, an arrangement known as the "50-50 agreement." 

This opened f^e door and Uv^ other countries quickly followed. More and 
more pressure v;as applied because the oil companies still controlled 
pricing and production. For those ol 1-export Ing countries whose 
government revenues came pr Imar 1 1 y from o 1 1 prof I ts, th I s was an 
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unsatisfactory situation. When Exxon reduced Its prices In August I960 
because of a glut on the market, the ol 1 -export I nq countries had hac 
enough and formed OPEC, the Organization of Petrol e Exporting Countries 
In November I960. The original meftbers were Iran, iraq, Kuwait, Libya 
Saudi Arabia and Venezuela. Seven others subsequently Joined CQatar' 
Indonesia, United Arab Emirates, Algeria, Nigeria, Ecuador, and Gabon)' 
Thus Its purpose was to obtain stable prices and to acquire a Greater 
measure of control over oil production. 

I Inoveasing OPEC Power 

OPEC gradually began to assert the authority jt producer countries. That 
process greatly accelerated In 1970. J-: :<>ptember, Libya was 3ble to 
imp<^ terms on Occidental Petroleun and ci oleve an Increase In Posted 
oh prices. In February, 1971, the o^^t C countries reached the Teheran 
Agreement to raise prices cooperatively. The International majors began 
to lose pricing control. OPEC did !t again In Tripoli In August. in 
Octobe r , 1972, QPEC went beyond p r I c I ng cont ro 1 and announced a 
participation agreement whereby producer countries could -Purchase 25 
percent of their domestic oil Industry, rising gradually to 5' Percent. 
Iran went well beyond this In May, 1973, and nat k- : .dlf: c ^ oM. In 
August, Libya nationalized 50 percent. 

The early success of OPEC has so strengthened the economic position of 
[many members that even significant drops In sales would pose no threat. 
In fact, the opposite problem has arisen. Revenues have been so great 
that many members seek further reductions In output. In part to provide 
some relief from the economic burden?, and possible social turmolj 
accompanying the tremendous additional Income. 



'fhe Middle East War 

When the Middle East War erupted in 1973, the Arab oil producers were In 
a strong position to respond to Western support for Israel with a 
boycott. The restriction of supply also firmed the market and helped 
support the subsequent doubling of oil prices by OPEC. While earlier oil 
price Increases had been relatively minor, the new price increase dearly 
Indicated that a rov reality existed In world energy markets. With that 
demonstrated, OPEC members confidently Increased the price of oil from 
around $4 per barrel In 1970 to $40 for certain types of crude In ^^^9. 

Elasticity and OPEC Sucot.cs 

OPEC Is a carte], that Is, an organization of the primary exporters of a 
particular product. A cartel's success or failure depends upon important 
Imarket characteristics. In general, demand elasticity should be low. 
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That Is, consLmers should reduce consumption by only a fraction of a 
percent for each percentage increase in price. In the case of an oil 
cartel, this means that overall energy demand should be relatively 
unresponsive to prices and that oil demand as a portion of energy demand 
should also be quite unresponsive ~ consuners should not be easily able 
to do without energy or to substftute other energy forms for oil. Also, 
supply elasticity should be low- That is, non-cartel producers, both of 
oil and potentially competing energy supplies, should not be able 
significantly to raise production and thereby undercut the cartel. In 
the case of OPEC, these conditions were met in the early 1970's and 
continue to be met today. All the elasticities have been low. There is, 
however, great debate and uncertainty among economists and energy experts 
about the magnitude of these elasticities in the longer run. Although 
short-run supply elasticities, or responses to price, may be low, in the 
longer run whole new energy systems (synthetic fuels, oil shale, tar 
I sands, solar, even fusion power) may mean elasticities are much higher. 
The same is true on the demand side as the long process of transforming 
transportation systems and even urban designs works itself out. 

Sti 1 1 other factors underlying cartel success or fai lure lie in the 
character of cartel members and their pattern of interrelationships. 
OPEC contains members who urgently need addiLional revenues for economic 
growth (especial ly Indonesia, Gabon^ and Ecuador, but al so Nigeria, 
Algeria, Iran, and Venezuela) as well as menrt)ers who have no Irmiediate 
need for much of the revenue they obtair. (]ikti Saudia Arabia, Kuwait, and 
the United Arab Emirates, and to a lesser degree Libya and Iraq). The I 
revenue absorbers in the first category cannot -if ford to cut back j 
production in case external demand fal Is, whr.reas the savers in the | 
second category can. The mere existence of the second Calv-o^ry is of 
great value to a cartel (CIPEC, the international copper cartel, has no 
such members). Relatively greater power is wielded by this category of 
members, and much depends upon their political relationship with other 
members. All else being eqi 1, no member has any interest in damaging 
the cartel; but a number of issues, from the status of Israel to 
superpower conflict, can also .ter into merrfcer decisions. So too, of 
course, can long-standing conflicts such as that which erupted into war 
between Iran and Iraq. 

Overall, the coherence and power of OPEC appears very great. Many 
exoerts would argue that this is in fact desirable because of the 
important difference between the current energy system transition and 
earlier ones. The transitions from vraod to coal and from coal to oil did 
not occur primarily because of growing scarcity of the fonmer fuels, but 
because of the greater attractiveness of the latter. As ]ong as OPEC can 
maintain the price of oil at what appears to be an artificially high 
level relative to a free-market price, the cartel err /^es a clear 
economic incentive for conservation and the search for alternative energy 
sources. 

I 



1Z 



The Economic Consequences of Energy Scarcity 

It has long been recognized that economic growth is tied to growth in 
energy usage. Specifically, on a global average, every 1% increase in 
gross world product has been accompanied for many years by a little more 
than a 1% increase in global energy consumption. Countries in the 
process of rapid industrialization (e.g., China, Taiwan, South Korea, 
Brazil) require significantly more than a 1% increase in energy 
availability, in fact as much as 2% more energy to achieve 1% economic 
growth. Rapid industrialization emphasizes transportation systems and 
energy- Intensive heavy Industry. Economies which are already 
Industrialized Ce.g., the United States, Great Britain, France) generally 
require slightly less energy growth. Specifically, for the 1960's the 
United States needed about 85% additional energy for ench 1% economic 
growth. For the countries of Western Europe, Japan and the United States 
taken together, the figure was 1.13%. 

Lower Growth Rates : The reducec( growth rate in global energy 
supplies since 1973 has had two consequences. First, it has reduced 
economic growth. Whereas the Western countries grew at an average annual 
rate of ^.8% between 1951 and 1973, they grew at only 3.8% from 1975 to 
1979. Most forecasters foresee even slower economic growth in the 
1980's, In large part because of lower growth in energy supplies (higher 
oil prices essentially ere equivalent to lower supply growth because 
users can buy less). However, second, reduced energy growth has also 
begun to break the global one-to-one, energy-to-econon:Jc growth linkage. 
The United States Is now using about .7% of additional energy for every 
1% economic growth. For all the Western countries, the r?-tio has dropped 
to .81%. The experts really do not know the degree to which the two 
growth rates can be decoupled. Opinions vary from somewhat more than we 
have already to a complete stabilization of energy consanption in the 
United States with no significant effect on economic growth through the 
end of the century. 

The discussion of the growth penalty of energy prices has been quite 
abstract. It can be made concrete by considering the agricultural 
sector. The so-called "Green Revolution" of high-yield agriculture is 
founded on the use of natural gas or other energy-based fertilizers with 
new grain strains Calso other agricultural inputs). During the 1970's 
agricultural production per capita actually fell in Africa and did not 
advance in South Asia. Only imported food maintained dietary levels. 
The price of fertilizer to a poor fanner is not abstract. The transition 
to a United States-style agricultural system in which more than six times 
the food energy output goes into food production, may never occur in most 
LDCs. The per-capita energy bill for the entire food chain in the United 
States is four times the total per-capita energy use in South Asia. 
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Inflation : Growth Is by no means the only economic Issue. The rise 
price', has accompanied and partial 1y explained the global 



in energy 
Inflation of the 
1973, so energy Is 
C 1963-1 968) refused 



1970's. However, that Inflation was underway before 



not the only culprit. The Johnson Administration 
to pay for the Vietnam War by cutting other Ce.g. 
Great Society) expenditures. The greater amount of money pursuing goods 
and services In the United States pushed up prices. Much of this money 
moved abroad as the United States ran Inflated balance of payments 
deficits Cand even, by 1972, trade deficits) so that we exported 
Inflation. The rapid global economic growth of the 1960's put pressure 
on raw materials supplies of various kinds, fueling Inflation. The 
agricultural failures of the Soviet Union, South Asia, and North Africa 
In 1972-1974 also had an Impact on prices. Although global Inflation 
cannot be blamed exclusively on energy. It Is a major factor. Because 
energy, like food, whose prices have also risen In the decade. Is a 
necessity, this Inflation particularly hurts the poor of the world. 

Recession : Unemployment has resulted both from relative energy 
scarcity and higher prices and from governmental efforts to control 
Inflation by accepting Con behalf of a portion of their populations) 
higher unemployment levels. Unfortunately, the trade-off between the two 
evils has not worked In the 1970's the way It had earlier, and the result 
has been "stagflation:" unemployment and Inflation. There Is growing 
speculation, however, that In the longer run higher energy prices might 
reduce unemployment as Industries substitute hunan labor for energy. At 
this point, however. It Is an open question as to whether energy and 
labor are substitutes or complements. 



Ameriaan Response to the Crisis 

The "energy crisis" was no surprise to many energy experts who had been 
comparing demand and supply trends. In 1973, Congressional Quarterly 
published a percsotlve review of the situation titled Energy Crisis In 
America. But theSD events did come as a surprise to the public and Its 
leaders. In Noverber 1973, President Rlchcrd Nixon responded to the Arab 
boycott by announcing Project Independence, declaring American Intent to 
eliminate oil Imports by 1980. The Federal Energy Office was created to 
alleviate temporary shortages and was succeeded by the Federal Energy 
Agency. 

By 1975, the more fundamental nature of the situation was clearer; and In 
October, President Gerald Ford created the Energy Research and 
Deve 1 opment Adm 1 n 1 st rat 1 on CERDA) to attack the techno 1 og 1 ca 1 and 
economic root Issues. Early In President Jlnnmy Carter's Administration, 
the perception of the problem changed stMl more and the rhetoric 
escalated. In April, 1977, he went before the public say: 
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Tonight I want to have an unpleasant talk with you 
about a problem unprecedented in our history. With 
the exception of war, this is the greatest challenge 
our country will face In our lifetime . . . This effort 
will be the 'moral equivalent of war.' 

Carter subsequently announced the most ambitious proposals yet. The 
results were the creation of a Department of Energy and the 1978 Energy 
Bill, which launched a broad attack on the problem especially from the 
conservation side. It Included phased deregulation of natural gas prices 
and was followed In 1979 by a Presidential decision to phase out oil 
price controls first Installed In 1973. Those controls had 
American consuners to a degree from the major Increases 
prices but had also slowed the normal economic 
(conservation, substitution, and higher production). 



protected 
In global ol 1 
responses to i t 



United States oil Imports In volune terms have roughly stabilized since 
1977, after dramatic Increases in the I970's up to about 50 percent of 
total United States consurpt Ion. But In 1979, partly as a result of 
political disturbances in Iran which Interrjpted the oil flow, prices 
(which had In real tenms slightly dropped since 1974) doubled again. The 
Iran-Iraq war and the Interruption of supplies It caused has contributed 
further to an upward price movement. OPEC trade 
fallen from $65 billion In 197^ to $5.5 billion in 
bl 1 1 Ion again in 1980. 



surpluses, which 
1978, approximated 



had 
$40 
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FROH WHENCE THE COST OF A GALLON OF GAS 




excise taxes 



76 



ANALYZING THE EFFECT OF OPEC PRICE INCREASES 



WORKSHEET 



The OPEC ministers, meeting in Vienna, have decided to raise the 
price of the average barrel of gasoline by $5,00, If that price 
increase is passed on to consumers penny for penny, and if only the 
price of the crude oil itself were affected, how much would the 
price of the average gallon of unleaded gasoline rise? (Refiners 
get 42 gallons of unleaded gasoline per barrel of crude oil). 



If gasoline was $1.20 before the price increase, what would it be 
now? How would the percentage of the price explained by the cost 
of crude oil (on the pie chart) be affected? 



In fact, the effect of OPEC decisions is not so easily calculated- 

(a) Competition in the market might i^eep oil companies 

or service stations from raising cheir prices rxjch as the 
crude oil increase. Certain "cost factors" (slices 
of the pie chart) would be affected by this. Which cost 
factors would be affected and what would happen to nhern? 

(b) If the cost of crude oil, and of gasoline, were to 
increase, however, certain other costs involved in 
getting gasoline from the oil well to the gas pump would 
be affected. Which cost factors on the pie chart would 
be affected? Would increases in these cost factors 
change the percentages in the pie chart? 



The United States has imported about 2 billion (2,000,000,000) 

barrels of oil annually since 1979. Hew much extra money would go 

out of the country every year if the price of crude oil were raised 
by $5 per barrel? 
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Actually, the outflow of money might be somewhat lower. Why 
would you expect It to be lower? 



6. Gasoline prices have Increased from around $0.30 per gallon In 
1971 to around $1.20 per gallon today. Estimate the price of a 
barrel of crude oil at each price. Remember, you get about 42 
gallons of unleaded gasoline from every barrel of crude oil. But 
the cost of the crude oil Is only a part of the cost of the gallon 
of gas! 



7. Americans are conserving gasoline. This has been caused by 
Increases In the price of gasoline and by public attitudes 
toward the price Increases. Assume you are a decision-maker 
In Washington or the state capital. You want to Increase 
conservation even more. What "cost factor" within the pie chart 
might you change to do this? Hew would you change It and by how 
much? Remember, gasoline now costs about $1.20 per gallon. 

Hint: Solve this problem by deciding how much gasoline should 
cost In order to Increase conservation. Then decide how much you 
must raise the "cost factor" you have control over In order to 
reach this target price. 



8. The average American uses around 770 gallons of gasoline for 
J transportation per year. If the price of gasoline went up to 
j the price you planned In the last question, how much would the 
j average person's annual gasoline bMI be? How much Is It now 
I at the current price of around $1.20 per gallon? How much would 
It be at the 1971 price of about $0.3U per gallon? 
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DEPENDENCE IN THE GLOBAL ECONOMY: NATURAL 
RESOURCES AND INTERNATIONAL CARTELS 



Duration ; 
Purpose 



Approximately tv^/o class periods 

To introduce students to the concept of dependence and 
to the perspective on dependence shared by many within 
less developed countries. 



Objectives : students wi 1 1 : 

(1) Define dependence, interdependence, and indepen- 
dence; 

C2) Identify countries which are economically 

dependent and countries which are not, on the 
basis of statistical data; 

C3) Identify hc^j dependence affects political 
relationships between governments; 

(4) Identify the reasons why the oil cartel 
succeeded and the coffee cartel did not. 

Background Information For Teachers ! 

For many countries, integration into the international economy can be a 
mixed blessing. In the United .'lo. for example, our economic inter- 
dependence limits the ability ot V, • government to control inflation and 
raise employment. Competition fr^u Japanese and other manufacturers has 
forced painful adjustments in the economy as workers are forced to find 
new kinds of employnnent. 

Dependence 

For less developed countries the effects of integration into the inter- 
national economy can be even more severe. Most less developed countries 
by def i n 1 1 i on have re 1 at i ve 1 y few st rong f ndust r i es . These few 
industries make up a disproportionately large share of the economy. 
Decisions or economic changes which affect them thus have a dispropor- 
tionately large impact on the country's economy as a whole. They can 
also have a large impact on the governnfient 's development plans which are 
pegged to these larger, stronger money earners. 

When a less developed country's strong Industries are largely oriented 
toward the foreign market (I.e., toward exports), decisions and economic 
changes in other countries can have a disproportionate impact on the 
exporting country. The less developed country may even become dependent 
on a single other country to which it sells its products. 
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DEPENDENCE IN THE GLOBAL ECONOMY 
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The Types of Economic Dependence 

One co<jntry can become economically dependent on one another in three 
ways. It may become "trade dependent" (i.e., dependent on trade with 
the other), it may become "aid dependent" (i.e., dependent on financial 
ad from the other). Finally, It may become "Investment dependent" 
CI.e., dependent on the other for new capital investment or dependent on 
the other because of high foreign ownership of key Industries), These 
types of dependence are more fully described in the attached reading 
"Talking About Dependence." 

Of the three forms of dependence, "trade dependence" is the most 
complicated. A country can only be trade dependent If (1) its exports 
and Imports make up a large share of the country's overall gross 
national product (I.e., the total value of goods and services produced 
by the country's people), and C2) a large share of its exports go to a 
single foreign country. 

When a country Is economically dependent on another, it can be highly 
affected by decisions or actions taken by the other, ror example, the 
Dominican Republic Is trade dependent on the United States. It depends 
on the sale of sugar to the United States for a large share of Its 
national liicome. Development plans of the Dominican government depend 
on the taxes placed on sugar growers and sugar exporters. Private 
Investment depends on profits made from sugar. Thus when sugar beet 
growers In North Dakota and Ohio ask for and get more restrictions on 
sugar Imported into the United States, the Dominican Republic is highly 
affected. ^ 

■The Political Effects of Economic Dependence 

If has been argued that economic dependence over a long time can have 
very drastic effects on a country. The situation described above 
suggests, for example, that an economically dependent country can become 
less Independent politically. The government of the Dominican Republic 
might curry favor with the American government by voting Its way In the 
UN or the Organization of American States or by not arguing against its 
support of rebels In Nicaragua or the government of El Salvador. Then 
when sugar beet growers In the mldv>'est ask for a more restricted policy 
the Dominican government can ask for "favors" in return. 

The Economic Effects of Economic Dependence 

Long-term economic dependence may also have economic effects. It has 
been argued that dependence leads to "distorted economies," Foreigners 
have an Impact on the country's development, especially through aid or 
Investment dependence. They are likely, however, to make decisions in 
their own self-interest, or the Interest of their country. Most 
Importantly, they are likely to make decisions which r in greater 

not less dependence or which favor industries of -e to the 

foreign country. 
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For example, Nigeria has been the recipient of much foreign development 
aid. That aid has gone largely to manufacturing or to large scale 
export agr I culture—to grow cocoa, coffee, etc. for sale to wealthier 
countries. Very little aid and few economic Incentives have gone to 
small farmers who grow food for Nigerians to eat. By 1990 Nigeria may 
as a result spend all Its oil revenue just to buy basic food for Its 
people — food which could be grown In Nigeria. 

Trade dependence can lead to "distorted economies" by encouraging 
dependence In a few key export Industries as well. As long as the 
market for these few products holds up, the Investment will be a wise 
one. But dependence Is Increased and when there are recessions In the 
Importing country or soft markets for these particular goods, the less 
developed country can suffer. Likewise, such specialized Investments 
tend to favor some people Ce.g., the coffee growers) consistently over 
others Ce.g., the food growers). As a result, great gaps between rich 
and poor, between smal 1 farmer and big farmer, and between smal 1 
businessman and large businessman can result. These gaps can lead to 
conflict and even tear the society apart In the long run. 

Confliat in the International Arena 

The economic effects of dependence can In the long-run change the 
political relationship between the dependent country and the country on 
which It Is dependent. As conflict grows, rather drastic changes In the 
government can occur Ce.g., Castro's rise to power In Cuba, the Allende 
government In Chile). These new governments may attribute many domestic 
problems to the dependence relationship. They may thus rebel against 
It—regardless of the economic cost. 

In less extreme cases, the dependent government may simply go out of Its 
way to emphasize Its political Independence and sovereignty. It may 
also go out of Its way to reduce Its dependency. Thus In the short-run 
dependence can lead to political submlsslveness. But In the long-run It 
can lead to conflict between countries. 

Student Learning 

In this lesson students are Introduced to the concept of dependence and 
to the types of economic dependence which have been Identified by 
scholars within the less developed world. Since the very concept of 
dependence was f I rst art I cul ated In La;: I n Amer I can, and has much 
relevance to understanding relat lonshlpj between Latin America and the 
United States, the examples of dependence used In the lesson are drawn 
from that region. 
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Students also see how the move toward cartels, and by inplicatiot, the 
New International Economic Order have been responses to the existence of 
economic dependence. They see the limits of the cartels as a response, 
and the reasons why, despite the success of OPEC Cthe oil cartel) most 
conrmodity cartels have not been and are not likely to be hiqhlv 
successful . ^ 

Materials ; The background reading "Talking About Dependence," the 
student reading "Coffee and Oil: What Can You Do About 
Dependence?" and the small group data sheet "Latin 
America: How Dependent?" 

Vocabulary ; Dependence, interdependence, independence, trade 

dependence, comrodity dependence, cartel, substitutes, 
industries, distortion. 



Instructional Strategies ; 

DAY 1 : OPENING THE LESSON 

Step l: Introduce the lesson by noting that natural resources often 
provide the basis for a less developed country's involvement 
in the international economy. 

Have the students identify natural resources which are the 
basis of Latin American exports (e.g., land and 
cl imate— bananas from Central America, coffee from Central 
American, Colombia, Brazil; grain from Argentina; mineral 
deposits— copper from Peru and Chile, tin from Bolivia). 

Step 2: Explain that for many less developed countries the industries 
based on natural resources can become the single largest 
part of the economy. And because these products are for the 
most part exported to the richer countries, dependence on them 
can lead to dependence on other countries. 

DEVELOPING THE LESSON 

Step 3: Define "dependence" for the class and contrast it to "Inter- 
dependence" and "independence." 

Have the students suggest some appropriate examples of each 
relationship. For example: 

Dependence: Child's dependencv° on Parent 
Aciaict's dependence on Pusher 
Japan's dependence on OPEC oil 



ERIC 



70. 

82 



DEPENDENCE IN THE GLOBAL ECONOMY 



Interdependence : Friends 

U.S. interdependence w'tii Europe 
(trade) 

U.S. Interdependence with the USSR 
(security) 

Independence: God creating the universe 
A hermit 

Step 4: Define and discuss trade, aid and Investment dependence as 

outlined In the background reading "Talking About Dependence/' 
You .70/ want to make students aware of the other types of 
dependence as wel 1 . 

Discuss briefly the political and economic effects of 
dependence. (See the Background Information for Teachers.) 

Step 5: Divide the cla':;:5 Into groups of four or five students each. 

Give each student or each group a copy of the data sheet 
"Latin America: How Dependent?" Then give each group a 
copy of the small group questions or project a transparency 
of the questions so that all the groups can see them. 

Have the groups answer the questions during the remainder 
of the period. 

Step 6: At the eno of he class, assign the 3rtic "Coffee and Oil: 
What Can You Dr About Dependence?" as a ' /vork reading 
Assignment . 

DAY 2: CONCLUDING THE LESSON 

Step 7: Have the small group, complete their work from the previous 
day If necessary. 

Step 8: During the remainder of the period^ discuss the small 

group vjork and the homework reading assignment with the class. 
You might use the following as a guide: 

1. Are most of these Latin American countries trade 
dependent? Which are not? Are only less developed 
countries trade dependent according to the table? 

2. Upon which countries do these dependent countries 
depend? Might this help explain relations between 
the United States and these countries? How? 
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3. Are these countr : connodlty dependent well? On 
which connmodltles generally? 

4. Do you think that the dependence on Just a few 
corrmodl: !es In the region encourages cooperation 
or conflict among these countries? Why? How does 
the experience of the coffee ^artels In ^ast night's 
reading support this? 

5. Besides creating a cartel, what else does the article 
you read last night suggest that a country might do to 
lessen Its dependence? How useful are each of these 
suggestions? Why might It be hard to export your 
products to more countries? 

6. Which of the major oil exporters and which of tne major 
coffee exporters were trade dependent? Which were 
cOfTiTX)dlty dependent on coffee or oil? Which group was 
mort dependent .the coffee exporters or the oM 
exporters? 

7. What reasons are given for the success of OPEC In 
contrast to the coffee cartels? Does the article 
seem to suggest that most cartels wHl end up 
successful like OPcC or unsuccessful like the coffee 
cartels? 
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TALKING ABOUT DEPENDENCE 

BACKGROUND FOR TEACHERS 

Dependence and interdependence are concepts which can help students 
understand certain international events and issues. The concept of 
dependence has become particularly imporr.ant to political scientists. 
It has beccxne widely used to describe and understand relationships 
between lass developed countries, and more developed countries, 
particularly between Latin America and the United States and between 
former colonial areas in Africa and Asia and their former colonizers. 
In fact, dependence theory ha?, its origins in the thinl<ing and writing 
of Latin American scholars. 



Defining Dependence 

Dependence means that a cojncry. or an in di vidual or group, has some 
objective or goal w hich cannot be obtained except through the wiUing 
cooparacion of other c ountries, individual or g ronp?^. For example, the 
Japanese are depp-idant on Middle Eastern oil producers for the energy 
which Dowers their industries. A dope addict is dependent on hi-, or he'- 
pusher for a .'ligh." And the public schools are dependent on the 
tax 'er? „->r- l ieir very survival. 

Deper-dence i-s most important when the objective is a critical one or 
when a country or individL-'. is dependent on another co»jntry oi 
Individual for a wi<Jcj range of objectives. Yourg children, for example, 
ara dependent on their parents to fulfill virtually fH their needs. 
When a particular country Is economically dependent on another in 
critical ways or to a high degree, they may become politically dependent, 
as well. Thus, it is argued that Lav.in American goverrinents hav 
typically tal<en r.he reaction of the U.S. gover-iKsnt into accoun' 
whenever they mal<e decisions. 

Dependence, Interdependence and Indep'--ndence 

Dependenc e may be unbalanced. 1 il<e a > -jng child and his or her parents, 
or It may be relatively balanced . If It Js balan ced the relationship is 
called "In to-dependence ." The relationship between most friends Is an 
lnterde>e-.::ent one. They need each other to obtain desired goals (e.g., 
acceptance, comrarader le). But they both need each other equally. 

Interdependence has Its own set of problems, but is not considered as 
much a problem politically as dependence. When a person or country Is 
dependent upon another, the dominant country or person can tal<e 
advantage of the dependent country or person, up to a point. Generally 
speal<ing. It is less likely that interdependent count -les or people will 
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be able to take advantage of one another, at least not over a period of 
time. They may take advantage of each other now and then. But things 
balance out because neither has real p ^er over the other. Both would 
be equally hurt if the relations lip were to end. 

Dependence and interdependence should probably be thought of as corners 
on a triangle rather than the ends of a straight line or continuun. The 
third point on the line is independence or autonomy . whien an 
individual, group or country need not take others into account when 
nTaklng_der's|OTS,. when they do not need others to obtain their 
object; vrii, hey are independent. Actually, complete independence is as 
rare as con... :ete dependence or perfect interdependence. 

Independence 




Dependence Interdependence 

Types of Economic Dependence 

In thinking about dependence between countries. It is seldom useful to 
think in those general terms. Very few if any countries are dependent 
on another country tc the extent that a child is dr-ndent on his or her 
parent. So in talking about and in measuring the dependence of 
countries !t L necessary to think !n more 1 imlc-d terms. Various terms 
of econa.ilc dependence have been onsidered Important: CO trade 
dependence, C2) comrodlty dependence, C3) aid dependence, and Ct) I 
investment dependence. ' 

Trade Dependence . If a country is very actively engaged in inter- 
national trade, economists say that the country has an "open economy." 
An example of an open economy is the Netherlands. Th:: Dutch derive 
about one-half of their annual Gross National Product (GNP) from trade 
with the rest of the world. Countries with open economies can be more 
or less dependent upon trade. Their degree of trade dependence is 
indicated by the sun of imports plus exports divided by their total GNP. •* 
If this figure Is over 20%, the country can be said to be dependent on 
trade. 

Note that we have not said that the Netherlands is dependent upon 
trade with any particular foreign country. If a country is trade 
dependent, and much of its trade is with a single country, we can say 
that the former country is trade dependent upon the latter. 
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Aid dependence can also arise when a country badly needs a product 
or coHTTiodity which it cannot afford to purchase. This situation can 
arise as part of a major development project (nuclear generating plant, 
for example). But the most distressing case is clearly the need of 
certain countries for imports of food which they cannot afford. Food 
aid dependence probably exists between India and the United States. It 
certainly exists between Bangladesh and the outside world. 



Investment Dependence . Private foreign investment has made an 
important contribution to economic growth in .nany countries. But it has 
also brought economic problems. Countries which have a substantial 
foreign ov/nership of their businesses are often concerned about the 
influence of such multinational companies or the ooverrfner^s of the 
countries in which the multinationals are headquartered. Foroign 
ownership of the manufacturing sector or the extractive and processing 
sector of the economy could be an indicator of Investment dependence. 
Alternatively, the ratio between new foreign investment (plus retained 
earnings) and overall domestic capital fonmation Is a good indicator of 
investment dependence. One should also ask whether the multinational 
firms are headquartered in a single foreign country. On most of these 
variables, Canada appears to be dependent upon United States investment. 
That dependence has also become a major poMtical Issue in Canada. 

Foreign investment may also be concentrated in a particular 
industry. If that industry is vital to the economic well-beinc of 'uhe 
coup^-y, and if the investor is a single, large multinational 
corporation, the country may become dependent on that corporation. The 
relationship between Guatemala on the United Fruit Company may represent 
this form of investment dependency. 



Other Forms of Vependenoe 

While t-.Se focus of this lesson is on economic dependence, scholars 
have also Identified two other Important forms of dependence. Some 
countries, for example, are mll?tar?lv dependent. Al 1 lances are 
typically signs of military Interdependence. But If one country Imports 
most of Its military equipment or If It depends on foreign military aid 
or even foreign help In training Its amied forces. It can become 
militarily dependent. 
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Many former colonies also find themselves In a position of cultura l 
dependence. The language of the former colonizer may be the most ccnrrxDn 
language among the government and business elite. Many of the young 
people may receive college educations abroad, particularly In the former 
colonizing country. Finally, the modern communications media of less 
developed countries may be dominated by programming from the developed 
world. Television shows, news media, movies, the recording Industry may 
all transmit Ideas and Images of s.trength and wealth from the developed 
world to the exclusion of domestically produced programnlng. This can 
threaten both the cultural heritage and the special cultural u;^velopment 
of the country. 



Adapted from: George A. Lopez. "Dependence and Interdependence in the 
Internatloncjl System," Field Test Edition, Learning Packages in 
International Studies. Columbuis, Ohio: Consortiun for International 
Studies Education, 1979. 
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Coffee and Oil: What Can You Do Abour. 
Dependence 

When a country Is trade dependent on another, the govern:>j-,L of the 
dependent country is usually interested in changing the situation. That 
is more easily said than done, however. 

There are three ways in which a government can lessen its dependence on 
another. First, it can reduce or eliminate trade with the other, This 
is VG' y costly, of course. The government will loose taxes. Thne will 
be less foreign money to buy things abroad winich the country needs. 

Second, the government can try to diversify, that is add to the number 
of countries to which it sells goods. This can be difficult If there 
are many other producers of the goods the dependent country has to sell. 
It can also be difficult if the country depends on corporations from its 
"top dog" country to market its exports. 

Finally, the country can get together with other countries which sell 
the goods It produces. These countries can foi-m a cartel and try to set 
the price they charge for their cormodlty. The idea of a cartel is not 
to lessen dependence, at least not in the sho^t-run. It can, however 
lessen the effects of dependence. ' 

Since the cartel, if It Is successful, controls the vast majority of the 
goods traded Internationally, countries are less dependent politically. 
Th 3 government needs not worry as rnuch about pressure from the "top dog" 
country to foHow Its lead on International Issues. By controlling 
prices, the cartel can also avoid problems which rising and falling 
prices create for It. A steady price with predictable tax revenues 
means steady, predictable development planning for the government. 
Finally, by controlling prices, the cartel can get more mone, for Its 
goods than It would othervdse get.. This money can be used to diversify 
the economy, thus lessening dependence In the long-run. 

Not all cartels work, hcvever. In fret very few do. The reasons why 
can be seen In the different experience of oil and coffee producers. 
The oil cartel has worked for the most part. The ;offee cartel h.-?5 not. 
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The Oil Exporting Countries 

act all countries with large reserves of oil are oil exporters. 
Industrial countries with oil reserves, like the United States and the 
Soviet Union, do not usually export much oil. They expect to use all 
their oil reserves within a few decades. 

The principal oil exporting countries either have a relatively small 
population Ce.g., Saudi Arabia), or they have a large population but are 
not yet Industrialized (e.g., Indonesia). Therefore, they do not need 
much of their oil reserves for domestic consLmpt I on . 

Because some countries with large oil reserves cannot afford to export 
oil, the number of major oil exporters Is fairly small. When OPEC first 
began to raise oil prices, five countries control lard well over 50% of 
tlie world's oil exports. The five were Saudi Arabia Cl8%), Iran Cl5%), 
Venezuela C9%), Kiwalt C7%) and Libya C6%). 

As Table 1 shows, four of these five were clearly trade dependent . 
CKuwalt was probably trade dependent as well. The United Kingdom was 
probably Its largest customer.) All five of these countries depended on 
trade for over 20% of their gross national product (I.e., the total 
value of goods and services produced In the country.) with the possible 
exception of Kuwait, they also sold over 20% of their total exports to a 
single country. 



All five of these countries were also cot anodlty dependent 
depended on a single commodity for over "30^ of their 
fact, these five countries 
exports! 



depended on oil for over 



They each 
total exports. In 
90% of their total 



Table 1 

The Trade Dependence of Ma ;or Oil Exporters C1969-71:; 



Total Exports Trade With 

GDP Principal Partner 



Saudi a Arabia 
Libya 
Venezue 1 a 
Iran 
Kuwait 



67% 
64% 
28% 
27% 
59% 



O il Export.' i 
Total Export s 



Japan C25%) 
Italy C23%) 
USA C36%) 
Japan (28%) 
Not Ava 11 ab 1 e 



93% 
99% 
92% 
91% 
96% 
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OPEC and Oil Prioes 

OPEC, the Organization of Petroleun Exporting Countries, was created In 
I960. It was not until after 1969,, however, that oil prices started to 
Increase. In 1969, Colonel Muhamar Quaddafi overthrew King Idris of 
Libya. Quaddafi reduced production and demanded higher prices. When 
the oil companies caved in to the demand, OPEC nations learned of the 
pa^'er they had. 

In late 1970 oil was still bringing only $1.25 : -el . It was 
privately agreed that this price did not really reflf i 's economic 

value. It, /as particularly unrealistic for a finite je, that is 

one which would one day run out. In part. Western pre y after 1945 

was f i nanced by cheap oil. 

In 1974 by contrast, the price of OPEC oil averaged $11.65 a 
barrel. This was four times higher than the 1973 price and eight times 
higher than the 1970 price. OPEC nation^ earned 106.5 billion dollars 
from oil sales in 1974 versus 28.4 billion dollars in 1973. oPEC had 
turned dependence around. Although they depended more than ever on oil 
for their development, these countries were now in control of the price 
they could charge. 

Thf Coffee Exporting Countries 

Coffee is consuned by one-third of the world's people. It is the 
world's most popular prepared drink. The exact taste of a giver, coffee 
is determined by the ejwironment in which it was grown. All coffee 
trees require deep, rich, well -drained soil and an annual rainfall of 
60-120 inches. Coffee ciltivation is labor intensive. Coffee trees do 
not tolerate freezes or prolonged direct sun. They grow best in uplands 
of a tropical savanna climate. 

Coffee is grown primarily in less developed nations for consurption in 
wealthier countries. World production centers in Latin America and 
Africa, Brazil produces 40% of the world's total. All African nations 
combined grow 30% of the total. In Latin America, the top five producer 
nations Cin order) are Brazil, Colombia, El Salvador, Guatemala, and 
Mexico- In Asia and Africa, the major producers (in order) are the 
Ivory CoasC:, Angola, Uganda, Ethiopia and Indonesia, riost of the coffee 
grown is traded Internationally. Ir 19OO, world trade in coffee wa^ one 
million tons. In 1970, coffee trade totaled three and a half million 
tons. After oil, it is the second most widely traded comnodity in the 
International marl<et,. 

Among the chief coffee exporting countries, only Brazil and Mexico were 
not trade dependent. These two countries alone did not depend on trade 
for over 20% of their Gross Nat.onal Product. Yet, each of these coffee 
exporting countries did depend on a single foreign country as a marl<et 
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for Its exports. All of the trade dependent countries also 
cofTmodlty dependent. They each depended on coffee for at least 30% of 
their total exports. Yet, their dependence on coffee was much less than 
the oil exporters dependence on oil. 



Table 2 

The "! He Dependence of Major Coffee Exporters (1959-71) 



Exports + Imports Trade With Coffee Exp ert 
Country gNP Principal Partner Total ExptVts 



Mexico 13% USA (65%) 6% 

^raz\] 11:% (25%) 29% 

Colunbia 23% USA (42%) i+9% 

Guatemala 30% uSA (28%) 34% 

El Salvador 51% west Germany (22%) 46^, 

Ivory Coast 61% France (31%) 30% 



The ICA and Coffee Prices 

In 1962 the International Coffee Organization was established as the 
result of an International Coffee Agreement signed by both importer and 
exporter nations. The ICA's purpose was to stabilize prices by 
restricting production. Still, prices changeci frequently. In 1971 
after the U.S. dollar was devalued, the International Coffee Agreement 
was allowed > lapse. The ICA became little more than a data collection 
gency. 

t:..'*- IT 1973-74 the producer nations moved to set up a series of cartels 
ti.. stabl ize and hopefully maintain high prices. The Inter-Af r!can 
Coffee Organization agreed to withnold coffee from the market to ke«:p 
supply 'n line with demand. A cartel called Other Mi Ids was establ i . K---d 
among Central American producers. Cafe Mondial, Ltd. or World Co^^fee 
was established by the four major coffee producers, Brazil, Colombia, 
Ivory Coast, and Angola. Together, these cartels controlled about 80% 
of the 4.5 billion dollar International coffee trade. 

To demonstrate their collective Interest, menjers of these cartels 
agreed to 3Lopiy 52. • million bags of coffee for the 1973-74 market. 
Demand was estimated at 56.5 million bags. With demand higher than 
supply. It was thought prices would be stable or rise. In 1974 
however, prices fell about 10%. Many producers began to act 
Independently. The coffee cartels found they could not ma'nte^n 
discipline and control the price of their cotrmodlty. 
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Why Oil and Not Coffey? 



The reason why the oil cartel succeeded and the coffee cartels did not 
probably rests on the two basic differences between the two. 

Coffee and oil are very different In terms oP the degree to which people 
can substitute other cofTmodlt les In their place. When coffee prices are 
high, people can drink tea or other beverages. When oil prices rose, 
Americans found that In the short-run they could not substitute some 
other energy source for oil. Since 1974, however, Americans and people 
around the world have reduced their oil use. They are driving less, 
buying smaller cars, and using coa] and other energy sources for 
generating electricity. As a result, even OPEC has found It hard to 
keep prices up. They have not been able to raise prices significantly 
since 1980. 



An Important difference between OPEC and the coffee cartels also lies In 
the dominance of Saudi Arabia within OPFC. Saudi Arabia Is the -ngle 
largest oil exporter In the world—by far. While the Saudi 's c.nnot 
control OPEC, they can single-handedly make It work. The Saudi not 
depend highly on current oil revenues. Their oil Income Is v?- . and 
their population Is small. Thus the Saudis can easily restr)v:.^ oil 
production to keep prices up. In fact. t Is In their Interest ^ keep 
their oil In the groi'nd. It will be worth more In the future. T^ere Is 
no coffee exporting :.ountry which both dominates ihe coffee ma^fcet and 
does not really neod the current Income from Its coffee exports. So the 
coffee cartels mjst depend more on cooperation anong the coffee 
exporters. Since they are compe titors In the coffee market and 
cooc ration Is r\^A\ . t:^^? cartels often break down. 



Adapted from: George A. Lopez. "Dependence and Interdependence In the 
International System," Field Test Edition. Learning Packages In 
International Studies. Columbus, Ohio: Consortlan for International 
Studies Education, 1979. 
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North and Central America 



Latin ^erlca: How Dependent? 



Trade Depende nce 

Exports+lmports/GNP (2) Principal Trading Partner (^of Exports) 
1972 1979 1976 1980 



Coinnodity Dependence 
(3) Principal Commodity [I of Exports) 



Costa Rtca 

El Salvador 

Guatamala 

Honduras 

Mexico 

Nicaragua 

Panama 



51 
31 
51 
II 
46 
44 



58i 
68 
38 
78 

19 
46 

49 



USA(32i) 
liSA(35?) 
liSA(57^) 
USA(62^) 
U?A(3IJ) 
USA(i|2^) 



liSA(27ii 
USA(57I) 
USA(63S) 
USA(39?) 



Coffee (3')^), Fruit {\%] 
Coffee (35^), Cotton(l6?) 
Coffee('i3l), Cotton(l3?) 
Coffee (35^1, Fruit m 
Oil (28^) 

Coffee(3l^), Cotton (231) 
Frult(30^), Petroleum Products (25?) 



Caribbean 

Dominican Republic 
Halt! 

South Anerlca 

Argentina 

Bolivia 

Brazil 

Chile 

Colombia 

Ecuador 

Paraguay 

Peru 

Urugiay 

Venezjeld 

Developed Countries 

United States 
l/fist Germany 
Japan 



N 

00 
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38 
19 



14 
40 

17 
18 
22 

33 
20 
26 
18 
40 



33 
18 



64 
40 



24 
61 

17 

25 

50 
25 
43 
34 
53 



17 

42 
21 



USA(70|) 
USA(66ri 



USA (63?) 
USA(58S;) 



Netherlands(IOI) 
USA(33?) 
USAdn) 



Brazlldl?) 
USA(l8^) 

W. Germany(|i|?/ W. Germany(l2?) 

USA(3U) USA(30« 

usA(38i) mm 

Iletherlands(i5?) Argent ina(2'ii) 

USA(26^) USA(30t) 

Brazll(12i^ Brazil (23?) 

USA(38?) USA(I6?) 



Canada (21%) 
France(l3?) 
USA(2'(?) 



Canada! l6?) 
France (1 3?) 
USA(2'i?) 



Sugar(30?), Coffee(l6X), Cocoa(li|?) 
Coffae(39?) 



Corn (3?) 

Tin ?nd tin ores (65?) 
Coffet(l8?/ 
Copper [''i;";) 
Coffep(66^) 

011(40?), Coffeed/I), Cocoa(l/^) 
Cotton and cotton seeds (jfi?) 
Copper(2|?), 011(13?) 
i*)ol(2l?), Heat ''^1 
Oil and petroleL products (93?) 



Autos and auto parts (9?) 
Autos and auto parts(l')?; 
Autos and auto parts (20?) 
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Small Group Questions on Latin American Dependence 



1. Based on the most recent data in the table and the definition 
of "trade dependence" you have been given, which Latin American 
countries are "trade dependent." 



2. Which are "comnodlty dependent?" 



3. Upon which country do most of these dependent countries 
depend? 



^. Which two Latin American countries are becoming "top dog" 
countries? Which countries are becoming dependent on them? 



5. According to the table. Is the United States trade dependent? 
What about West Germany? Japan? Is dependence only a problem 
for less developed countries? 



6. The majority of these Latin American countries are dependent on 
one or two connmodit les. What are they? Do you think this 
contributes to cooperation among Latin American countries or 
conflict? Why? 



EKLC 



83. 

96 



ECONOMICS 



WHY BUSINESS FIRMS INVEST ABROAD: THREE VIEWS 



DURATION; 
PURPOSE ; 

OBJECTIVES; 



Approximately four class periods. 

To provide students with an understanding of the 
reasons for and the Impact of foreign Invest- 
ments. 

The students wll 1 : 

CD djsscrlbe three reasons for foreign Invest- 
ment; 

(2) explain the Impact of foreign Investment 
on host countries; and 

C3) Identify evidence of different explanations 
of foreign inv ,>ent In a newspaper 
article about an American multinational 
corporat Ion. 



Background Information for Teachers : 

Foreign Investment can be defined as the use of funds by Individuals or 
businesses of one country to buy or develop economic facilities In 
another country. Today, such Investment Is mostly the province of big 
bus Iness . Scmet Imos the I nvest I ng f I rm Is a 1 arge bank or other 
financial Institution either In the United States or abroad. .More 
frequently. International movement Is undertaken by corporations with 
operations In several countries. These companies have come to be >nown 
as multinational corporations, and their activities have become extremely 
Important to the world economy. 



American Investment Abroad 

The role of American firms In the world economy Is particularly 
Important. There were almost 3,500 U.S. -based firms with !r/estments In 
other countries In 1977'. These firms owned at least 10% of 23,6ifl 
affiliate companies, subsidiaries and branch firms. In 1980 the direct 
Investment position of American firms Cthat Is the book value of U.S. 
direct Investor's equity In and net outstanding loans to foreign 
aff 1 1 lates) totaled 213,468 ml 1 1 Ion dol lars! These corporat Ions and 
their affiliates had sales of over 2 trillion dollars worldwide and 
employed over 26 million people. 

Most of the Investment of American firms abroad Is In Europe $95 billion 
or 61% of total foreign Investments). Canadian Investments run a distant 
second ($if4.6 billion — 28%). Only $52.7 billion Cor 34% of total U.S. 
direcw private Investment) was Invested In the developing countries. The 
vast majority of these Investments were In Latin America C$38 billion — 
24% of total private foreign Investment). 
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I WHY BUSINESS FIRMS INVEST ABROAD 



□ 



The Growth in Foreign Investment 

Investment has grown rapidly over the past twenty years. This growth can 
be seen In Increased profits. Since 1970 the Income returned to U.S. 
companies on their Investments abroad has grown from Just over 8 billion 
dollars to nearly $37 billion. Investments by foreign conpanles In the 
United States has grown even more. In 1970 Income returned to foreign 
Investors In U.S. firms was $875 million. By 1980 the figure had grown 
to over $9 billion. 

Student Learning 

The purpose of this lesson Is to provide some Insight Into the basic 
economf c mot I vat I ons unde r 1 y I ng I nte rnat I ona 1 I nvestment . Students 
review what economists and others have had to say about why firms Invest 
abroad. The lesson also demonstrates that sometimes conflicting 
explanations for Investment come from markedly different beliefs about 
how the world economy works. These differences In essentially theoretical 
positions lead to significantly different views on appropriate public 
policy toward International companies. 

The lesson can probably best be used within units on the business firm or 
International trade. The student readings Involve a variety of economic 
terms, and students will be better able to deal with the material after 
some of these terms have been Introduced In the course. 

Materials ; The pre-test "Your Attitudes Toward Foreign 

Investment," and student readings "Theory 1: 
The Simple Profit Explanation," "Theory II: The 
Oligopoly Explanation," and "Theory III: The 
Excess Profit or Monopoly Explanation," a news- 
paper article "Gillette World Wide Strategy 
Takes Patience," and an "Annotated Bibliography" 
and "Vocabulary List" for teachers. 

VOCABULARY ! Corporate managers, portfolio Investment, direct 

Investment, oligopoly, monopoly, monopoly 
capitalism, foreign Investment, tariffs, 
maximize profits, excess profits, host or 
recipient country, home country, 
differentiation, 

Instructional Strategie<^ ! 

DAY l: OPENING THE LESSON 

Step l: Hand out copies of the pre-«test "Your Attitudes Toward Foreign 
Investment" to each student. 
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WHY BUSINESS FIRMS INVEST ABROAD 



Tell the students that they are going to be learning more 
about foreign Investment during the next few days. The purpose 
of the pre-test Is to let them express their opinions or 
thoughts about why firms Invest In other countries. There 
are no right or wrong answers . In fact, students should feel 
free simply to mark choices which seem the most reasonable 
even If t hey have never before thought about fore ign 
Investment. 



Have students complete the pre-test Individually. 

Step 2: When the class Is finished, have each student calculate his or 
her attitude profile. 

Have them add up all the checked answers for each of the six 
letters Ci.e., A's, B'c, C's, D's, E's, F's). Then have them 
add: 



CO AvE= (Category O 

C2) B-!-F= (Category II) 

C3) C+D= (Category III) 

While the students will probably have checked statements In 
each of the three categories, their answers probably cluster In 
one or the other. Have them decide with which category they 
most often agree. 

Step 3: Poll the class, having students raise their hands depending on 
whether their choices fall largely In Category I, Category II 
or Category III. Write this distribution on the chalkboard. 

DAY 2: DEVELOPING THE LESSON 

Step 4: Explain that the differences In these categories and statements 
reflect differing "theories" or explanations as to why business 
flms Invest In other countries. There are three major 
theories." They are Important because they each, have 
different answers to the question of whether foreign Investment 
should be encouraged or not. 

Explain that the three theories differ to some extent on the 
following five points. 

CD The role of profits In explaining why firms Invest 
abroad; and the nature of those profits. 

C2) Whether firms are more likely to prefer "direct" Invest- 
ments, that Is Investments which Involve controlling 
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or managing the foreign company, or "portfolio" 
investments, that Is Investments which do not allow 
the investor to gain control over the foreign company. 

C3) The nature of competition between business firms in 
a particular industry. 

C4) The impact of foreign investment on the host or recipient 
country. 

C5) What policies host countries, especially less developed 
countries, should have toward encouraging foreign invest- 
ment in their country. 

Step 5: Divide the class into three groups, one for each of the three 
theories or explanations of foreign investment. 

Assign one of the three theories of foreign investment to each 
group. Have the groups read the article describing their 
theory and have them discuss how advocates of that "theory" 
would answer each of the five questions outlined above. 

DAY 3: 



Step 6: When the groups have finished their work, reassentle the class 
and have the groups explain their "theory's" position on each 
of the five questions. Take each question in turn, having 
representatives of the groups explain their theory. Write 
Important points on the board so that the students can readily 
compare differences and similarities in the three explanations. 

As students give their reports, encourage them to relate the 
answers of earlier questions to those of later questions so 
the class can see the logic of the explanation. 

DAY ^: CQNCLUDING THE LESSON 

Step 7: Explain that evidence of each of these theories Is all around 

us, particularly in reports In daily newspapers. But sometimes 
It Is difficult to say Just what theory a particular piece of 
evidence best supports. 

Hand out copies of the newspaper report "Gillette Worldwide 
Strategy Takes Patience." Have students read the article. 

Step 8: Discuss with the class the evidence the article contains, [f 
any, for each of the three theories. You might ask: 
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CO Is there evidence that profits play an Inportant -ole In 
Gil letters Investment abroad? Does the description of the 
attitudes of Gil letters managers, as expressed in the 
article, best fit a simple profit, an oligopoly or a 
iTTonopoly capitalist attitude toward profits? 

C2) Is there any evidence of "differentiation" In the 
article? 

C3) Based on the article, what Impact Is Gillette having on 
people In the host countries Ce.g., changed life styles 
and cultural standards, more expensive but better 
technologies for shaving, less advanced technology than In 
the U.S. but matched to what people In less developed 
countries can afford)? 

C^) Based on these effects^ and on the theory you think best 
explains Gillette's Involvement In the world economy, do 
you think these less developed countries should encourage 
Gillette's Investments or not? 



Instructional Options : 

Use the following lesson "Investing Abroad: A Simulation of Negotiations 
Between Multinational Corporations and Goverrments" as an additional 
means of reinforcing concepts learned In this lesson or as an alternative 
to Steps 7 and 8 of this lesson. 
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YOUR ATTITUDES TOWARD FOREIGN INVESTMENT 



following sets of statements. Then check the one statement In 
of three with which you most agree. You may agree In part with 
one, but try to select the one you agree with most strongly! 



A. Most business flms Invest In companies overseas 
because profits are higher there than at home. 

B. Most business finns Invest overseas because they see 
competltorc> doing so. 

C. Finns Invest overseas mostly to "corner" chaap supplies 
of rav4 material and prevent competitors' fronr? getting 
them. 



D. Countries should be wary of foreign Investors because 
there Is danger of losing control over domestic 
Industries. 

E. Countries should welcome foreign Investment because new 
Investment always helps. 

F. Host countries may or may not get economic benefits 
fromfovfeign Investment. 



A. When American firms invest abroad, they have no special 
advantages compared to local companies. 

B. Firms that Invest overseas usually want to control the 
foreign enterprise. 

C. When flnns Invest abroad, they quickly try to reduce 
competition from local companies. 



D. Finns Investing In less developed countries usually 
produce luxury Items from which they get very high 
profits. 

E. Tariffs which prevent companies from exporting to some 
countries are the primary reason for firms to Invest 
abroad. 

F. Investments which introduce new products Into a foreign 
market are more likely to be made by U.S. firms than 
flnns from other countries. 
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5. A. Foreign InvestiDent and foreign trade are two methods 

to acccnpllsh the same end: sell products In a foreign 
market. 

B. Firms Invest abroad to get access to new markets for 

unique products sold first at home. 

C. When firms Invest abroad, their purpose Is to dominate 

the foreign market. 

6. D. Countries should not welcome foreign Investment because 

there Is a danger of losing control over domestic 
resources. 

E. Countries should welcome foreign Investment because It 

always contributes to employment and economic growth. 

F. Countries should welcome foreign Investment because It 

often brings technology that otherwise would be absent. 



A. Much foreign Investment Is made by firms Interested In 
reducing production costs through cheap labor. 

B. Firms Invest abroad to Increase their share of the 
world-wide market for their product. 

C. Foreign Investment occurs because the economies of 
developed countries are so concentrated that they need 
to control sources of raw materials and other markets. 



D. Large multinational corporations agree among themselves 
to limit their competition for overseas markets. 

E. Foreign Investment Is Just another way to sell a market 
that might easily be served by exports. 

F. Firms Invest overseas because they have access to 
cheaper sources of capital than do foreign competitors. 
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A. Firms that Invest overseas typically are very similar^ 
If not Identical^ to companies already operating In 
the foreign nation. 

B. U.S. companies move abroad because they usually are 
better managed than foreign firms. 

C. ' Companies invest In low-wage areas mostly to reduce the 

power of labor unions at home. 



D. Foreign investment Is usually made to "take over" 
overseas competitors. 

E. When foreign investment is made in raw materials^ the 
major purpose Is simply to reduce operating costs at 
home. 

F. Firms invest overseas to help them take advantage of 
good advertising techniques developed at home. 
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THEORY 1 
THE SIMPLE PROFIT EXPLANATION 



According to the Simple Profit Explanation, the goal of corporate 
managers I s to max 1ml ze the 1 r company ' s prof Its. Th 1 s goa 1 1 eads 
managers to Invest In whatever activities promise to make the greatest 
profits. So when managers find an opportunity to jTiake higher profits In 
another country, they Invest In that country. If they didn't, their 
competitors would. Then the corrpetltors would make more profits and have 
an advantage, at least for a time. 

In this sense, companies are seen as having a fairly passive role In an 
economy. They respond to economic signals from the market, especially 
prices and sales. Even fairly large companies have little freedom In 
making decisions because of the need to remain competitive with other 
companies. No firm has a special advantage over similar firms In the 
world economy, at least not for long. 

When companies find an opportunity abroad, they do have several choices 
about how to proceed. They might export products from factories at home. 
But If the foreign market gets big enough, local competitors would 
quickly appear. Or, an Investment might be made In an existing factory 
In the other country. This would be especially attractive If tariffs 
limited exports or If competition In the other country could be expected 
to come quite early. Finally, a new factory could be constructed In the 
other country. This factory would be controlled from the home country. 
Again, however. If the product turned out to be successful, local 
competition would be expected. 

If competition appears, management control of the Investment may not be 
useful frar, a profit viewpoint. Profits would be about as large If the 
firm simply Invested as a noncontroll Ing stockholder In an existing 
company already making the product. 

Thus, there are essentially two forms of foreign Investment. The first 
Is cal 1 ed "portfol I o" I nvestment . It I nvol ves I nvest 1 ng funds 1 n a 
foreign enterprise simply to earn a profit. No control Is Involved. The 
other form of Investment Involves control by the Investing firm. It Is 
called "direct" Investment. Each form of Investment should be equally 
profitable according to this theory. So you would expect neither form of 
Investment to be more comTion than the other. 

Foreign Investment by companies has a number of advantages for the 
country In which the Investment Is made. Usually, but not always, new 
factories Increase employment, promote economic growth and raise people 
standard of living. Even where Investment Is made In an existing firm. 
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the Investment Increases the amount of new capital funds available to the 
country. It Is the same as If domestic savings had Increased. This Is 
the case for both direct and portfolio Investment. Also, outside firms 
often Introduce new products that might not have been available 
otherwise. This widens the range of choice for consuners. Finally, by 
Increasing competition, foreign Investors tend to,, lower prices In the 
markets In which they are active. 

Incoming foreign Investment Increases the capital available to the 
redolent nation. For the Investing country, the opposite effect would 
occur. Investment capital would decrease. This might make remaining 
funds more costly to borrow, reducing domestic Investment. There are 
some pos 1 1 1 ve effects to fore I gn I nvestment , however . For exanpl e, 
products made overseas might be cheaper. When Imported Into the 
Investing country, they might reduce prices. Also, capital used to 
manufacture these uncompetitive products can then be shifted to produce 
Items which are more competitive. If foreign Investment Is made In order 
to develop new sources of energy and other raw materials. It may lower 
prices and conserve domestic reserves of these materials. 

All In all, recipient countries should welcome foreign Investment because 
It Improves the economic welfare of their people. Although the situation 
for the Investing country Is less clear, there Is a good chance that 
foreign Investment can have a positive effect there as well. 
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THEORY II 
THE OLIGOPOLY EXPLANATION 



Business firms, according to the Oligopoly Explanation, are 
prof I t-max I m I ze rs . They I nvest ab road on 1 y because f o re I gn I nves tment 
opportunities appear able to make higher profits than other 
opportunities. But the Oligopoly Explanation holds that foreign 
I nvestment I s actual 1 y h I ghl y 11 kel y to 1 ead to hi gher prof I ts, 
especially for firms from countries like the United States. 

The attractiveness of foreign Investment according to this explanation 
lies In a complicated notion of the corporation's economic power. Firms 
are not seen as passive agents responding to market forces over which 
businessmen have little. If any, control. Instead, managers' actively 
Influence and shape the economic environment. Businessmen are able to 
Increase profits In ways which competitors cannot match, at least In the 
short run. And this competitive advantage is even more Important when 
the company's managers decide to Invest abroad. 

The sources of these advantages are two-fold. First, many Industry 
sectors are comprised of relatively few firms. Each of these firms 
enjoys a significant and measurable share of the market. Companies In 
each Industry attempt to maintain or Increase their market shares. 

They do this through "differentiation." Each company attempts In one way 
or another to find or develop qualities not possessed by other firms. If 
a company succeeds In differentiating Itself from competitors, then It 
achieves a certain amount of Independence In setting prices. Thus It 
partly controls Its own profitability. This fom of market structure. In 
which large firms Jockey for position, has been called "oligopoly." " 

0 1 1 gopol y does not Impl y the absence of any compet 1 1 1 on . Qu I te 
frequently, advantages generated by one company disappear over time. 
Other companies usually can dupl Icate the qual Ity which has i 
differentiated the first finn. But, the effort can take a substantial! 
period of time. During this time the Innovating firm can be developing; 
other advantages. \ 

The second source of these competitive advantages has to do with the 
manner In which business firms develop unique qualities. Most obvious, 
perhaps, are differences due to technological Information. Companies, 
through research and devel opment , produce I tems or prov I de serv I ces 
technically superior to their closest competitors. Finns In the same 
Industry develop products with somewhat different features. Thus the 
firms become differentiated In their ability to satisfy consumer needs. 



There are other ways for differentiation tc occur. Some companies 
develop unique management skills. These skills are particularly valuable 
when the firm chooses to move operations to a foreign country In which 
the advantage may be even greater. Another advantage is access to 
low-cost capital. The United States is the most capital-rich nation In 
the world. So the cost of capital Is often lower for U.S. firms than 
companies elsewhere. Another source of differentiation Is consuner brand 
loyalty. Oligopolistic firms generate loyalty through persistent 
advertising. This has proven effective even where the actual products of 
various firms are quite similar. When the firm moves overseas, advanced 
advertising techniques can be transferred to the new environment. Both 
the soft drink and automobile Industries provide examples of success 
through advertising. 

Oligopolistic manufacturing firms Invest In other countries mostly to 
generate profits higher than those available at home. Two important 
features of foreign Investment follow. First, foreign Investment should 
be most Important for those Industries dominated by relatively few firms. 
In fact, companies In more competitive industries would probably not 
Invest at all. 

Second, foreign Investors, and particularly U.S. foreign Investors, are 
Hkely to Insist upon control when they go abroad. There are two forms 
of foreign Investment. The first Is "portfolio" investment. It involves 
Investing funds in a foreign enterprise simply to earn a profit. No 
control is Involved. The other form of Investment Involves control by 
the Investing firm over management decisions. It Is called "direct" 
Investment. If monopolistic advantages motivate investment, then the 
1 Investor will not wish to share the fruits of his advantage with local 
firms. So most foreign investment should be direct investment. 

Investment receiving countries may be arrbivalent about outside Investors 
under these ci rcLinstances. On the one hand, investment dees increase the 
supply of capital funds. This can Increase employment and economic 
growth. On the other hand, however, the price paid for this new capital 
niay appear too high. Additional profits must be paid because the 
company, with Its competitive advantage, can charge higher prices. But 
If international trade is free, the MNCs (multinational corporations) 
could get these additional profits anyway by exporting goods to the 
country. So the choice for host countries might be between acquiring 
somewhat overpriced capital, along with new technology, or not receiving 
Investment at all. 

Sometimes, In order to get the capital, potential host countries will 
erect tariff barriers against imports. Typically, this Increases 
domestic prices above world prices for the product. If the domestic 
market Is large enough, production behind the tariff barrier might be 
more profitable than serving the market through exports. Investment Is 
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therefore encouraged. Where this occurs^ of course, consuners of the 
product pay even higher prices than If there was free trade. And foreign 
producers earn even higher profits. This might still be desirable If 
other benefits come from the Investment. 

The point Is that when the foreign firm has a monopolistic advantage, 
prof Its can be qu ( t3 high. It Is thus poss I bl e that the rece I v I ng 
country could be worse off economically after the Investment has occurred 
than It was beforehand. 
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THEORY III 



THE EXCESS PROFIT OR MONOPOLY EXPLANATION 



Some economic observers hold that foreign investment is a natura 
consequence of the growth and development of a system called "monopoly 
capital ism." They argue that this system is found in industrial 
countries, particularly in the United States. To understand the concept 
of 'monopoly capitalism," it Is necessary to trace briefly the theory's 
ma i n thrust . Economi sts of this persuas i on bel i eve that the free 
enterprise, or capitalistic, system always leads to monopolization in 
most important industrial and corrmercial sectors. That is, over time. 
Industries become dominated by a few very large firms. This process. In 
turn, leads to several consequences. First, increasing monopolization 
results in a markedly different marl<et structure. Prices are not 
necessarily closely related to production costs. Finns try to 
differentiate their products in unimportant ways from those of 
competitors. And they try to persuade consuners that such frivolities 
i are in their best interests. The outcome of such efforts is even greater 
I Industrial concentration and significant "excess" profits. 

The tendency toward monopolization also distorts both income and wealth 
distribution. Larger and larger proportions of total national Income 
accrue to a very small capitalist elite. This trend has Its effect on 
the economy. "Surplus" income in the elite group increases the demand 
for luxury goods which do not contribute to overall social welfare. 
Domestic investment tal<es place largely to produce these worthless Items. 

Underinvestment characterizes the monopolized Industries. Expansion in 
these Industries would result In lower prices. This might benefit 
consuners, but it would reduce monopolistic profits. Instead, the 
surplus savings of the capitalist class are invested elsewhere. Among 
such places are the nonmonopol Ized industrial and commercial sectors. By 
Investing in these industries, capitalists preserve the profits of their 
own sectors and, by eliminating competition, form new concentrated 
Industries. Clearly, this process results in even higher levels of 
Industrial concentration. 

But more important Is the tendency for the capitalist to be attracted to 
foreign markets. There are several reasons why overseas investment by 
the capitalist elite, represented by multinational f\n\iZ, occurs. For 
example, in the continuing struggle among the remaining industrial 
giants, infmense advantage can be gained by the f inm that locates (and, if 
possible, corners) sources of cheap raw materials. In other cases, firms 
have the opportunity to use manufacturing and marketing techniques 
learned at home to their advantage in other countries. Eventually, the 
sequence of events observed at home beg I ns to occur g 1 oba 1 1 y . 
Concentration of production and income becomes a worldwide process. 
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The reason why the capitalist elite Invests abroad In the first place Is 
to Improve Its own economic status. For this reason, every effort would 
be made by the capitalists to exploit host nations, as the home country 
was exploited earlier. As a matter of fact, some economists argue that 
the apparent advantages of capital Investments are largely false. Any 
I nvestment I s qu I ckl y repa I d through very h I gh monopol I st I c prof 1 ts . 
Thereafter the host country Is simply bled for the benefit of foreign 
owners. Countries lose control of their economic destinies. They become 
pawns to outside monopoly Interests. 

Obviously, under these circumstances, nations would do well to limit the! 
activities of multinational corporations. Existing foreign corporations! 
should be nationalized (expropriated) without compensation. The j 
facilities almost always will have been "paid for" by excess profits! 
already paid out. It makes no sense for host countries to pay foreigners ! 
higher profits on Investments which, at best, provide only slight: 
benefits and, at worst, leave thf^ country less well off than It was 
before. 
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Gillette Worldwide Strategy Takes Patience 



By Fred Bayles 
Associated Press Writer 



BOSTON ~ Gillette Is trying to sell 
razor blades all around the world but In 
many lands the company first has to sell 
people on Its Ideas of shaving. 

The coopetltlon to Gillette razors 
overseas ranges from pairs of coins used 
as tweezers to honed edges on broken 
soda bottles. The company Is patiently 
spread I ng the word I n 1 ess-deve 1 oped 
nations that shaving can be more 
comfortable and easier than traditional 
methods of removing facial hair. And It 
also Introduces the local equivalent to 
America's time-honored "Super Blue." 

ONE OF GILLETTE'S more popular 
marketing devices In Africa and Asia Is 
a giant shaving brush. 

The brush Is carried from village to- 
village In vans equipped with wash 
basins, towels and razors. When the 
native hucksters who travel In the van 
attract a crowd, the big brush Is 
produced and used to paste a volunteer 
with a faceful of shaving cream. 

He Is then shaved, and. In an 
atmosphere of great hilarity, other 
villagers are Invited Into the van to 
try their hand at lather and blade. 

The Boston-based firm has been 
developing overseas markets since It 
first sold razor blades to the British 
75 years ago. Today Its International 
dlvldlon sells toiletries In 22 
countries and operates 29 foreign 
plants. The operation accounted for 
two-thirds of Gillette's $1.98 billion 
In sales last year. 

Gillette Is now In the Third World, 
laying the groundwork for what could be 
a t hr I V I ng ma rket when deve 1 op I ng 
nations develop a need for razor blades 
and deodorant. To prepare, the company 
has built factories In Morocco, Malaysia 
and I ndones I a . Anot he r p 1 ant Is be I ng 
bul It In Egypt. 



"WHEN WE TALK about potentials, you're 
talking about 25 years In the future." 
says Mills, who has travelled the globe 
for Glllotte. "You're betting that many 
of these emerging high-popul at Ion Asian 
and African nations will be the Brazil 
of the 21st Century." 

One of those bets Is Indonesia, the 
Island nation whose population of 140 
million Is projected to hit 200 million 
In the next decade, creating a market 
comparable In size to tho United States. 

Gillette built a blade factory outside 
Jakarta (Indonesia), seven years ago ~ a 
small plant by U.S. standards but with 
roan for expansion. Like operations In 
other count r I es, the p 1 ant Is avned 
Jointly with a local businessman to 
comply with Indonesian laws restricting 
foreign businesses. 

TO SELL ITS blades, which carry the 
Indonesian trademark "Goal" GI 1 lette 
must sell the Idea of shaving - no easy 
feat In 1 ands where men tweeze out 
facial hair with coins or shave with 
double-edged blade held between th^ 
• fingers. 

In Indonesia, bl llboards and store 
posters se 1 1 b 1 ades with advert I s i ng 
techniques out of the 1930»s. Quality 
and economy are stressed, but the blades 
are also portrayed as keys to romance 
and success. 

"WE TRY TO SELL the shaving habit and 
a factor of social consciousness," says 
Mills. 'Ve have ads showing the 
clean-shaven man getting the good Job or 
winning the girl ." 

The blade sold in Indonesia Is similar 
to the Gillette Blue marketed In the 
United states nearly 20 years ago. More 
sophl St Icated razors, 1 I ke G M 1 ette' s 
Trac II, are too expensive and too 
specialized for countries where a razor 
blade has other uses. Trac 11 may offer 
a superior shave, says Mills, but It 
make? a lousy pencil sharpener. 

"You can't rely on current U.S. 
Products," he says. i They 're 1 ight 
years away from what Is needed In some 
countries." 
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ANNOTATED BIBLIOGRAPHY FOR INSTRUCTORS 



Barnet, Richard J. and Ronald E. Muller, Global Reach: The Power of the 
Multinational Corporations, New York: Simon and Schuster, 1975. 

This book, written by two /Orleans, Is perhaps best described as a 
recent work In a much raking tradition. It Includes extensive data 
and selective docar»entat Ion, but Is lively and highly readable. 



KIndleberger, Charles P., American Business Abroad: Six Lectures on 
Direct Investments New Haven: Yale University Press, 1969. 

This book Is an outgrowth of a series of Invited lectures the author 
presented In New Zealand. Like Vernon (below), KIndleberger Is an 
authority on Inte^^nat lonal economics and business. The lectures are 
well organized and provocative. 



Magdoff, Harry, The Age of Imperialism: The Economics of U.S. Foreign 
Pol Icy, , New York: Monthly Review Press, 1969. 

Magdoff, as the title of his book Implies, takes a radically 
different approach to the analysis of U.S. overseas Investment. His 
viewpoint. It Is fair to say, Is receiving Increasing attention, as 
Barnet and Muller*s (above) book demonstrates. Magdoff Includes 
extensive data, presented clearly and understandably. 



Servan-Schrelber, Jean-Jacques, The American Challenge. Nev; York: 
Atheneum House, 1968. 

This book gives a European view of the appropriate response to 
American competition on the Continent. It received wide acclaim 
and distribution, both In France and the United States. 



Vernon, Raymond, Sovereignty at Bay: The Multinational Spread of U.S . 
Enterprises^ New York: Basic Books, 1971. 

Vernon Is a leading scholar on multinational corporation studies. 
This book Is the first of a series emanating from a large Harvard 
University study of such companies. It also Includes data and 
tables from the study. This book, nonetheless. Is very readable. 



VOCABULARY I 1ST FOR INSTRUCTORS 



Corporate Managers: 



Port f o 11 o I nves tment : 



Direct Investment: 



01 Igopoly: 



Monopoly Capitalism: 



Private Foreign 
Investment: 



Differentiation: 



Persons who own or work for others (I.e., 
stockholders) In a leadership capacity within 
a corporation. 



Ownership of the assets of a corporation, for 
the purpose of obtaining Income from profits, 
which does not Involve management control over 
the corporation. 



Ownership of the assets of a corporation which 
gives the owner some Influence or control over 
the management of the corporation. (Usually 
ownership of 10% or more of outstanding stock Is 
required for an Investment to be considered a 
direct Investment). 



A type of market structure In which large firms 
control the majority of sales and jockey to keep 
or enlarge their market shares largely through 
differentiation rather than pricing. 



A type of market structure In which large firms 
or a single large firm controls a particular 
Industry and thus has virtually coirplete freedom 
from market constraints In setting prices. 



Acquisition of real or financial assets In one 
country by nongovernmental organizations or 
Individuals In another country. The assets can 
be either corporate or governmental securities. 

The process of creating, through advertising or 
technological means, an Image that a company's 
products are unlike or substantially better than 
those of possible competitors. The purpose Is 
to minimize competition between essentially 
similar but differentiated products. 
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ECONOMICS 



INVESTING ABROAD: A SIMULATION OF NEGOTIATIONS 
BETWEEN MULTINATIONAL CORPORATIONS AND GOVERNMENTS 



DURATION ; 
PURPOSE; 



Approximately four class periods. 

To make the students aware of differing views of the 
benefits of foreign Investment for less developed 
countries. 

To provide the students with an understanding of the 
process and trade-offs Involved In negotiating 
foreign Investment contracts. 



OBJECTIVES ; The students will: 

(1) Identify two views of the Impact of foreign 
Investment on less developed countries; 

(2) make decisions as to the acceptability of an 
Investment contract from one or the other of 
these viewpoints; and 

(3) analyze the reasoning behind these decisions. 



Background Information for Teachers : 

As noted In the Background Information for the previous lesson "Why 
Business Firms Invest Abroad," foreign Investment has become a critical 
part of the global economy. Anerlcan multinationals nurri^er well over 
three thousand. They own over 200 billion dollars worth of assets in 
over 23,000 foreign corporations. American multinationals alone have 
worldwide sales of over 2 trillion dollars. 

Perhaps because of the enormous wealth and resources of multinational 
corporations, relations between them and governments are not always 
smooth. Increasingly in fact, governments of Third World Nations, even 
those led by moderates or conservatives, have seen fit to exercise 
greater control over multinationals which operate In their countries. 
These policies are highly related to their views of the world market, the 
power of the mul 1 1 nat I onal s, and assorpt ions about the impact of 
multinationals on host countries. 



Ti^o Perspectives on Investment 

Most corporate managers would argue that the benefits of foreign 
to the host country, including less developed countries, are 
stment in new enterprises increases employment. Investment 
akes add 1 1 1 ona 1 cap I ta 1 ava M ab 1 e to a count ry : cap I ta 1 
eopi e and bus I nesses i n other count r i es . Perhaps most 
vestment brings new technologies, new management skills 
ngible resources which will help the host country to 
or 1d economy in the future. 



invest/ 
great . 
of any 
gene: 
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and other 
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INVESTING ABROAD 



On the other hand, most government leaders In less developed countries 
view foreign Investment somewhat more skeptically. Some view foreign 
Investment with hostility. They argue that foreign Investors seldom 
create enough new Jobs to off-set Jobs lost as local competitors are 
forced out of business by the larger and more conpetltlve multinationals. 
Further, while multinationals have access to capital outside the country, 
many tend to raise needed capital Inside the host country. So they 
actually tie up local capital that would otherwise be available to local 
entrepreneurs. Finally, many multinationals are criticised for Importing 
Inappropriate technologies (e.g., capital Intensive rather than labor 
Intensive) or antiquated technologies. They also usually bring In 
foreign managers and skilled workers, and msy do little to train local 
people for these Jobs. 

Theories of Investment 

These views conform generally to the theories of foreign Investment 
outlined In the previous lesson ("Why Business Firms Inve5>t Abroad"). 
Corporate managers typically represent a simple profit or oligopoly 
viewpoint. They believe In the benefits of private foreign Investment. 
But they also believe that management makes a big difference In the 
success of an enterprise. So they prefer to control their Investments as 
much as possible. Government leaders In less developed countries tend to 
hold views somewhere between the oligopoly and monopoly capitalist 
approaches. They usually believe foreign Investment can be useful, but 
only under certain conditions and only If the government can keep a close 
eye on the Investors. 

Student Learning 

This lesson can be used as a follow-up to the previous lesson "Why 
Business Firms Invest Abroad," or an an Independent exercise. As a 
follow-up lesson It reinforces basic concepts about the Impact of foreign 
Investment on other countries, particularly less developed ones. It also 
gives students an opportunity to Identify and use the differing theories 
of foreign Investment they have learned. 

The lesson can also be used to Introduce students to foreign Investment. 
It provides a less rigorous but potentially useful Introduction to 
foreign Investment than the previous lesson. Students perceive the 
differing attitudes of corporate managers and government leaders toward 
foreign Investment. They use these viewpoints In simulated negotiating 
and decision-making situations. Introductory briefings and the suggested 
debriefing help students to see why firms want to Invest abroad, why many 
Third World governments are skeptical of foreign Investment, and what 
Impact these differing perceptions have on relationships between the two. 

MATERIALS : "Simulation Scenario," "Role Assignments," and four 

sets of Negotiating Instructions. 
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INVESTING ABROAD 



Vocabulary ; Foreign investment, capital, technologies, 

multinational corporation. Infrastructure, tariffs, 
contract, negotiations, majority control, minority 
Interest, concession/compromise, skilled position, 
manage rial pos 1 1 1 on, pe rsonne 1 . 

Instructional Strategies ; 

DAY 1 : OPENING THE LESSON 



Step 1: Introduce the lesson by discussing the differing perspectives 
which firms and governments In many less developed countries 
have of the benefits of foreign Investment. 

The discussion can be based on material from the Background 
Information for this lesson and from material In the previous 
lesson "Why Business Firms Invest Abroad." 

If you have used the previous lesson, you will want to review 
differing positions on the Impact of foreign Investments with 
the class. Then ask which views corporate managers are more 
likely to hold and which views government leaders In less 
developed countries are more likely to hold. 



DEVELOPING THE LESSON 



Step 2: Introduce the simulation by explaining to students that they 
win be simulating a negotiation between two multinational 
corporations and two hypothetical Latin American countries. 

Read the Simulation Scenario, or project a transparency 
of It for the class to read. 

Step 3: Divide the class Into the four negotiating groups. You can 

record role assignments on the attached Role Asslgrment sheet, 

The groups should be arranged In the following manner. 

(Front of the Classroom) 



Worldwide 
Pipes 



Government of 
Parazuela 



Government of 
Salubal 



(Back of Classroom) 



InterCo 
Resources 
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INVESTING ABROAD 



Assign one student \n each group to serve as Director or 
Minister. This person plays a key role but w!il not 
participate directly In the negotiations. The other menters 
of each group will form two negotiating teams. The Goverrment 
of Salubal, for example, will have a Minister, one team to 
negotiate with representatives from InterCo Resources, Inc., 
and one team to negotiate with representatives from Worldwide 
Pipes, Ltd. 

Step ^: Hand out the appropriate Negotiating Instructions to each 
group. Tell the groups to keep their Instructions secret, 
otherwise they will be at a disadvantage In the negotiations. 

Have the groups spend the rest of the period discussing their 
strategy for the negotiations. Circulate among the groups 
to make certain they understand their objectives and their 
fall -back positions. 

DAY 2 

Step 5: Give the groups a few minutes to settle or review their 
negotiating strategies. 

Step 6: Convene the negotiating sessions by having teams assent) le half 
way between their two groups. If possible negotiating teams 
should face each other across a table. 

All four negotiations should proceed simultaneously. 

The Ministers and Directors should not participate directly In 
the negotiations. But their subordinates should keep them ad- 
vised of progress within the negotiating session through 
written messages . The Directors and Ministers may make 
suggestions or approve compromises by passing written messages 
back to the negotiating teams. 

Allow about 30 minutes for the negotiating sessions. 

Step 7: End the first round of negotiations. During the rest of the 
class the four groups should discuss where the negotiations 
stand. The negotiating teams should report on any tentative 
contract terms they have been able to finalize. 

Step 8: At the end of the period, the four Ministers and Directors must 
choose, on the basis of their Instructions and the advice of 
their negotiators, to accept or reject the tentative contracts 
negotiated thus far. 
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Corporate Directors can accept only one agreement. Govern- 
ment Ministers can accept either or both agreements If they 
so wish. 



The simulation Is concluded If any contract Is agreed to by 
both parties. If no contract Is agreed to, the simulation 
continues for a second round. 

DAY 3: 



Step 9: If necessary conduct a second round of the simulation by having 
the class repeat Steps 5 through 8. That Is, they should. 

Ca) Spend 5-10 minutes discussing their negotiating strategy 
within the larger groups; 

Cb) Reconvene negotiating sessions, spending no more than 

20 minutes trying to hammer out final terms of a tentative 
contract; 

Cc) Discuss these tentative contracts In the larger groups 
for a final 5-10 minutes; 

Cd) Announce a decision as to whether they accept or reject 
the tentative contracts. Again, Corporate Directors 
can accept only one contract. Government Ministers can 
accept either or both. Neither party need accept any 
contract If they still have not reached acceptable terms. 

DAY ^: CONCLUDING THF LESSON 



Step 10: Conclude the simulation after Round 2 whether a contract has 
been agreed to or not. 

Discuss the simulation with the class. You might use the 
following as a guide: 

1. Compare the viewpoints of the two governments toward 
foreign Investment generally. Both are skeptical, but 
one Is more against foreign Investment than the other. 
"Why?" 

2. If you have completed the previous lesson "Why Business 
Firms Invest Abroad," which of the three theories of 
foreign Investment do these governments appear to hold? 
What about the two business firms? 
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3. Connpare the negotiating Instructions for the two 
governments, especially their fall-back positions. 

How do these Instructions reflect the viewpoints of the 
two governments? 

4. How did the negotiating Instructions affect the outcome 
of the simulation? Who got the contracts and why? 

5. How do the viewpoints of the multinational corporations 
differ from those of the governments? Are there 
differences between the multinationals? 

6. Were the multinationals able to use the competition be- 
tween the two governments to get extra concessions? 

7. This competition between governments Is comnon In the 
world economy. Corporations have often used It to great 
advantage. What might the governments do to reduce this 
advantage In the future? 
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SIMULATION SCENARIO 

Parazuela and Salubal are neighboring countries on the South /\merlcan 
continent. Both countries are experiencing problems cotmion to developing 
countries. They have high unemployment and high Inflation. They do not 
have sufficient capital to develop their natural resources. They have 
Inadequate Infrastructure Ce.g., transportation system) to attract 
foreign Investment. They have limited means of controlling those foreign 
companies they do attract. They lack skilled managers and technicians, 
and so on. Parazuela Is currently governed by a left-wing coalition 
government of labor and Intellectual groups. Salubal Is governed by a 
centrist political party which has been In power for the last twenty 
years. ' 

Both countries are members of LAFTA, the Latin American Free Trade Area. 
They are considered attractive places for Investment for three reasons. 
First, businesses In these countries can sell their products throughout 
Latin America at reduced tariff rates. Second, both countries, but 
Parazuela In particular, have many natural resources. Third, both 
countries have had relatively stable political histories. 

Two companies, Interco Resources, Inc. and Worldwide Pipes Ltd., are 
Interested In building factories In one of the two countries. The 
companies make a different line of products and thus do not compete 
head-on. Both need government permission to build their factories. They 
have been negotiating with the two goveriments for some time. Final 
terms for tentative contracts have been reached on most points with both 
governments. But the companies can build only one factory each. So they 
win have to choose between the two countries In the end. This can be 
used to their advantage In the negotiations. 

The governments of both Parazuela and Salubal are very Interested In 
getting the factories for their country. The factories themselves will 
help unemployment. And both companies have Indicated In negotiations 
that they will Invest additional money to develop local resources. This 
wMl both Increase employment and provide a basis for a new export 
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SIMULATION ROLE ASSIGNMENTS 



Role Assignments: Government Representatives 



Government of 
Parazuela 



Ministers: 



Deputy Ministers: 

(Heads of teams negotiation with InterCo.) 

Deputy Ministers: 
CHeads of teams negotiating with Worldwide) 



Members of First Negotiating Teams: 
C InterCo) 



Members of Second Negotiating Teams: 
(Worldwide) 



Role Assignments: Corporate Representatives 



InterCo. 
Resources 



Directors: 



Deputy Directors: 

(Heads of teams negotiating with Parazuela) 

Deputy Directors: 

CHeads of teams negotiating with Salubal) 



Members of First Negotiating Team: 
CParazuela 



Members of Second Negotiating Team: 
CSalubal) 



Government of 
Salubal 



Worldwide 
Pipes 
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NEGOTIATING TEAM INSTRUCTIONS ~ GOVERNMENT OF PARAZUELA 



You are members of the Ministry of Economic Developmf^nt. One of you will 
serve as the Minister. He or she will not participate in the 
negotiations directly. But the Minister will mal<e final decisions to 
accept or reject tentative contracts. 

The Ministry of Economic Development is responsible for solving your 
country^s domestic economic problems. These include unemployment 
especially. One l<ey to solving this problem is the development of your 
natural resources. However, your country has neither the technical skill 
or the capital required to do this. 

Foreign investors do have the sl<ill and capital. Yet, in general, you 
are sl<eptical of foreign investors, particularly large corporations such 
as Worldwide and InterCo. You see them as potentially dangerous. They 
have capital, technology and sl<ills. But you believe you must control 
foreign investors closely to mal<e sure your country actually benefits 
from the investment. You would strongly prefer that foreign investors 
not get total or even majority control over local companies. 

You have been negotiating with InterCo and Worldwide for some time. The 
general terms of an agreement between you and both companies have been 
developed. Only three points of disagreement remain with each. First, 
will the company help develop your natural resources, and who will own 
control of those investments? Second, will the company train and hire 
local people, or will it be free to bring in foreigners for skilled and 
managerial Jobs? Third, will the contract be reviewed from time to time, 
and when? 

You have come up with a 1 i st of object i ves wh ich appl y to your 
negotiations with both companies. These are the tems you want to get. 
You have also, however, come up with a list of fall-back positions. 
These are terms you would be willing to accept if necessary . Discuss 
these objectives and fall-back positions and make certain you understand 
them before going into the negotiations. Remember, you can agree to 
contracts with either company, or both. You can reject both contracts. 
But, you are co<Tpetlng with Salubal for these factories. If you 
compromise too much, you strongly believe your country will be exploited 
by these companies. On the other hand, if you do not compromise at all, 
you may lose the investments to Salubal. 

A. Objectives 

i. Natural Resources - your country to retain complete 
control of natural resources, with the capital and 
personnel supplied by the foreign investor. 
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II Personnel - within five years, 95% of employees to be 
nationals. 

in Contract Review - at your option, the contract may be 
brought up for renegotiation at any time. 

You have decided that the following concessions may be made If 
necessary ; 

I You will agree to something less than total local control, 
but not less than 50/50 Joint control. 

II Personnel - Extension of deadline for achieving 95% local 
staffing up to fifteen years. 

in Contract Review - No concession here. 
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NEGOTIATING TEAM INSTRUCTIONS ~ GOVERNMENT OF SALUBAL 



You are members of the Ministry of Economic Development. One of you will 
serve as the Minister. He or she will not participate In the 
negotiations directly. But the Minister will make the final decision to 
accept or reject tentative contracts. 

The Ministry of Economic Development Is responsible for solving your 
country's domestic economic problems. These Include unemployment 
especially. One key to solving this problem Is developing your natural 
resources. However, your country has neither the technical skill nor the 
capital required to do this. 

Foreign Investors such as InterCo and Worldwide dc have the resources and 
skills needed to reach this goal. You are not against foreign Investors. 
But you do agree that business firms generally, and large ones In 
particular, need to be watched. Thus, you are not against foreign [ 
control over the resources. But you do want the right to review the I 
contract at will In order to keep the company honest. What Is critical ' 
to you Is the employment and training of local people. 

You have been negotiating with InterCo and Worldwide for some time. The 
general terms of an agreement between you and both conpanles have been 
developed. Only three points of disagreement remain with each. First, ' 
will the company help develop your natural resources, and who will 
control those Investments? Second, will the company train and hire local 
people, or will It be free to bring In foreigners for skilled and \ 
managerial Jobs? Third, will the contract be reviewed from time to time, f 
and when? | 

You have come up with a list of objectives wh'^ch apply to your [ 
negotiations with both companies. These are the tern.: you want to get. | 
You have also, however, come up with a list of fall-back positions. ; 
These are terms you would be willing to accept If necessary . Discuss f 
these objectives and fall-back positions amd make certain you understand 
them before going Into the negotiations. Remember, you can agree to 
contracts with either company, or both. You can reject both contracts. 
But, you d'-e competing with Parazuela for these factories. If you fall 
to compromise, you may lose them both! 

A. Objectives 

I Natural Resources - your country to retain majority 
control of natural resources, with the capital and 
personnel supplied by the foreign Investor. 



113. 

125 




n Personnel - within five years, 95% of employees to be 
nat lonal s. 

Ill Contract Review - At your option, the contract may be 
brought up for renegotiation at any time. 

1 You have decided th at the following concessions mav be m ade 

If necessary : 

I You will agree to majority foreign control, but not 
to total foreign control. 

11 Personnel - Extension of deadline for achieving 95% 
local staffing up to ten years, 

ni Contract Review - Contract may be brought up for 

renegotiation at your option, anytime after 10 years. 




NEGOTIATING TEAM INSTRUCTIONS ~ INTERCO RESOURCES, INC. 



You are menters of Foreign Investment Division of InterCo Resources, Inc. 
One of you will serve as the Director. This person will not participate 
in the negotiations directly. But the Director will mal<e the final 
decision as to which contract to accept, if any. 

Your conpany has been exporting into the Latin American market for some 
time. But because of the import duties, you are now seel<ing a contract 
to build a factory in the region. You expect that in return for a permit 
to bui Iding the factory, you wi 1 1 have to agree to aid the host 
government in developing its natural resources. You need a steady supply 
of natural resources for the future, so this is agreeable. The terms of 
your investment are still in question to some extent, however. 

I 

'Many provisions of the contract have already been agreed upon. Only the 
following three points of disagreement remain. But they remain points of 
contention with both governments. First, how will ownership of the 
natural resource investments be brolcen up; will you be allowed to have 
total control, or at least majority ownership? Second, will you be free' 
•to hire anyone you wish for sl<illed and managerial Jobs, or will you have, 
,to hire and train local people? Third, will this contract be open to ^ 
renegotiation and if so under what conditions? 

You have come up with a list of objectives which apply to your 
'negotiations with both governments. These are the terms you want to get. 

You have also, however, come up with a list of fall-back positions. 

These are terms you would be willing to accept if necessary . Discuss 
I these objectives and fall-back positions and make certain you understand 

them before going into the negotiations. Try to negotiate the best deal 
{possible with both governments. Use the competition between them to get 

better terms. Then choose the contract which comes closest to meeting 

your objectives. 

A. Object ives i; 

ii 

I Natural Resources - you want at least 80% control of i 
natural resources developed, as InterCo will, be providing ? 
most of the capital and all of the technical staff needed. 

I! Personnel - you need the freedom to employ individuals 
of whatever nationality in skilled positions. 

ill Contract Review - contract to be reviewed only by agree- 
ment of both parties, for 20 years. 
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B, You have decided that the following concessrons may be 
made If necessary : 

I Natural Resources - Joint Control C50/50) 

n Personnel - you will promise gradual replacement of 
non-Pa razue Ian employees, nothing more specific. 

n? Contract Review - unilateral review possible after 
10 years. 



! 

i 
< 
1 

t 
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NEGOTIATING TEAM INSTRUCTIONS - WORLDWIDE PIPES, LTD. 

You are members of Foreign Investment Division of Worldwide Pipes, Ltd. 
One of you will serve as the Director. This person will not participate 
in the negotiations directly. But the Director will make the final 
decision as to which contract to accept. If any. 

Your company has been exporting Into the Latin American market for some 
time. But because of the Import duties, you are now seeking a contract 
to build a factory In the region. You expect that in return for a permit 
to build the factory, you will have to agree to aid the host goverrment 
In developing Its natural resources. You need a steady supply of natural 
resources for the future, so this Is agreeable. The terms of your 
Investment are still In question to some extent, however. 

Many provisions of the contract have been agreed upon. But the following 
three points of disagreement remain. They are points of contention with; 
both governments. First, how will ownership of the natural resource 
Investments be broken up; will you be allowed to have total control, or 
at least majority ownership? Second, will you be free to hire anyone you 
wish for skilled and managerial Jobs, or will you have to hire and train 
local people? Third, will this contract be open to renegotiation, and If 
so under what conditions? 

You have come up with a 1 I st of ob J ect I ves wh I ch app 1 y to your 
negotiations with both governments. These are the terms you want to get. 
You have also, however, come up with a list of fall-back positions, i 
These are tems you would be willing to accept If necessary . Discuss] 
these obJec^-Jves and fall-back positions and make certain you understand 
them before going Into the negotiations. 

Try to negotiate the best deal possible with both governments. Use the 
competition between them to get better terms. Then choose the contract 
which comes closest to meeting your objectives. 

A. Objectives 



I 



Natural Resources - you want majority (at least 51%) 
control of natural resources developed. Worldwide will 
providing most of the capital and all of the technical 
staff needed. 



be 
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Personnel - you need the freedom to employ Individuals of 
whatever nationality In skilled positions. 

Contract Review - Contract to be reviewed only by 
agreement of both parties. 



EKLC 
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i: You have decided tha t the following concessions may be made 

If necessary . 

I Natural Resources - You are willing to accept Joint 
control C50/50). 

II Pe' "onnel - you will promise replacement of foreign 
ejTij. yees within 20 years. 

Ill Contract Review - Unll — qral review possible after 10 
years. 



ERIC 
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